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3-60-00 GENERAL

This Chapter will serve as a procedural reference for accrua
accounting for all agencies, for affiliated organizations, and for
the Ofice of the Secretary. It contains in detail the techniques of

accrual Accounting and explains the relationship of these procedures
to the design of agency accounti ng subsystens.

Expl anatory material and basic principles are contained in Chapter
1-10. The substance of this Chapter, 3-60, of the accounting Manua
covers the accrual procedures which are to be used for nonthly
recording of grants, contracts, |oans, insurance and interest
paynents; it describes accrual procedures for in-house costs and
expenses; it describes accrual procedures for revenue and incone; it
covers procedures to be used when surveys of grantee groups are
consi dered necessary; it identifies the internal and external reports
and generally treats recordation procedures; and finally it deals
with several mscellaneous accrual subjects. The definitions
appearing in Section 1-10-30 are repeated in Section 3-60-100.

3-60-10 TIM NG OF THE RECOGNI TI ON OF ACCRUALS

A CGeneral Concept
As stated in Chapter 1-10, in npbst instances, accrued
expendi tures are recogni zed upon the receipt of goods or
servi ces. For exanple, when a manufacturer sells to the
Gover nnent, goods which he may also sell to others, accrua
occurs on physical delivery by the seller and receipt by the

Governnent and title passes, i.e., when goods are either
delivered to the Governnent or to a carrier acting on behalf of
t he Gover nnment. In this case, the goods will be taken into the

accounts on the basis of a receiving report. At that time, an
asset or cost account is debited and accounts payable is
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credited. The receiving report or sone other evidence of
recei pt of the goods and not necessarily an invoice is the basis
of the entry. Note that the obligation is |iquidated upon
recei pt of the goods or service. i.e., the obligation is

i qui dated on the accrual basis.

B. Timng Based on Perfornmance
VWhi | e nost accrued expenditures will be recogni zed as
descri bed above, there is an inportant refinenent
di scussed bel ow.
In the case of fabrication in accordance wi th Governnent
specifications, performance by the payee (grantee or
contractor) rather than physical delivery is the test to
be applied in determ ning whether there is an accrued
expendi ture.
The crucial point is the tinme when the noney is owed by
the Governnment, not when it is due and payabl e or when the
anount becones a legal liability. Thus, accrued
expendi tures include amounts for unbilled performnce in
addition to billed anmounts.
The concept applies to anpbunts earned by grantees or
contractors on the basis of performance by subgrantees and
subcontractors as well as on the basis of their own
per f or mance.
In the case of accrued revenues, the concepts of
performance and earnings are vital to the definition.
Revenues are earned by the Governnment and are owed to the
Governnent as performance occurs, regardl ess of the timng
of collection or even of whether billing has occurred.
Recei pts collected in advance of perfornmance are unearned
revenue (deferred incone) until performance occurs, and
devel op into accrued revenues as the noney is earned by
t he agency concer ned.
The concept is applicable to revenues of all types of
funds included in the budget, including appropriation

rei mbursenents. \Were revenues will be credited upon
collection to an appropriation account for a year that has
not yet started, the accrual will be accounted for and

reported under the synbol of the future account in the
period in which the earnings actually take pl ace.

Some revenues will prove to be uncollectible. Estimtes
of such uncollectibles will be excluded fromthe net
accrued revenues. The normal nethod of doing this is to
charge expense on an estimated basis for the estinmated
uncol l ecti bles, as the noney is earned, and concurrently
establish an all owance (reserve) for possible |osses on
collections. Uncollectibles are charged agai nst these
al l owmances. Wite-offs which are not charged to such an
al l owance will be treated as adjustnents to expense in the
period in which they are recognized in the accounts.
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3-60-20 METHODS OF ACCRUAL

A

Gener al

There are two nethods of recordi ng transactions on an accrual
basis, the inventory nethod (not to be confused w th nonth-end
i nventories of accruals which are used in both nethods) and the
continuing nethod. Both are explained in the foll ow ng

par agraphs. However, the latter is the preferred nethod. 1In
the interest of sinplification, the budgetary entries have been
omtted. A nore detailed treatnment of individual account
adjustnents to conply with accrual requirenments is in paragraph
3-60-80 H, bel ow

| nventory Met hod

1. Expenditure and revenue transactions during the nmonth are
recorded on a cash basis as expenses or incone. Accruals
are determned, |isted and recorded as assets or

liabilities or asset adjustnents (advances) only at the
end of the nonth, for liabilities incurred and not paid
and for incone not collected or use of advances not
accounted for. Thus, all unpaid bills, receiving reports,
unvouchered travel authorizations, estimates of grant
costs | ess grant paynents, anounts determ ned by
application of statistical procedures to independent grant
financial data, and grantee or contractor periodic reports
are listed or conputed each nonth by common accounti ng
number, as required. In coding blanket accrual entries of
this kind, the follow ng special procedures will be used:

(a) Object code 41.92 will be assigned.
(b) Dumry obligation docunent nunbers will be used, e.g.,

0000999999.

(c) Fields for primary and secondary vendor codes will be
| eft bl ank.

There will be a reversal of such accruals in the next

mont h, therefore actual paynent, when nmade, is charged to
the appropriate cost account. Revenue is handled on a
conpar abl e basi s.

2. In the reversal entries for unbilled itenms and simlar
accrual s, agency subsystens wi Il adopt and consistently
apply either one of the two follow ng nethods:

(a) Reverse the entry in full at the first of the
foll owi ng nonth, or

(b) During the follow ng nonth, each tine paynent is made
for an itemindividually accrued in the previous
mont h, concurrently reverse the anmount previously set
up. Wiere the accrual was on a bl anket basis
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conprising a | arge nunber of individual itens
(generally grants), the anpunt to be concurrently
reversed with the paynent, is the anount of the
current paynent. In such cases, the ampbunts of the
unreversed portion of the blanket estimtes will be
adjusted at nonth-end to reflect the current
estimates of further accrual anmounts. Under this
second nethod, the records consistently, on a day-to-
day basis, reflect accrual data nore accurately than
the first nmethod, but nore entries are required.

EXAMPLE OF JOURNAL ENTRI ES UNDER THE | NVENTORY METHOD

Cost Account Accounts Recei vable, Unbilled
1$525, 000 | 3$525, 000 2$125, 000 | 3$125, 000
I I
Revenue, M sc. Receipts Accounts Payabl e
3$125, 000 | 2$125, 000 3$525, 000 | 1$525, 000

To record accrued liabilities at April 30
2To record accrued revenues at April 30

3To reverse April 30 accruals in My

3. The princi pal advantages of this nethod are (a) it is not
necessary to adjust the accounts receivabl e and payable
each tinme there is a difference between the accrua
recorded and the anmount received or paid, or when
materials are returned, (b) it is not necessary to
reconcil e disbursenments with the accounts payabl e when
there are partial paynents, and (c) receivables and
payabl es are | ess subject to duplication than under the
conti nui ng net hod.
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4.

The princi pal di sadvantages of this nethod are (a) that it
is necessary to repeat the entry for an invoice at the end
of each nonth until the associated cash paynent is nade,
(b) it forces nost of the work involved in accrua
preparation to be performed during the nonth-end cl osing
period, (c) interimreports during the nonth taken from
books of record are not accurate under reversal method
2(a) above, and (d) receivabl es and payables are likely to
be overl ooked and thus the accounts may be under st at ed.

Conti nui ng Met hod

1.

Expenditure transactions are recorded as accounts payable
as goods and services are received or estinmated to have
been received and revenue transactions are recorded as
accounts receivabl e are generated. Advances are recorded
as cash is advanced to grantees or contractors or as cash
is drawn down as advances under |etters of credit. As
bills are paid, cash paynents are recorded agai nst
accounts payabl e as appropriate. Thus, accounts payable
or accounts receivable or advances consistently reflect
the anmounts owed or due from outsiders. Cash paynments or
receipts are applied to these balances and it is not
necessary to consider these cash transacti ons when
recording cost items. Quarterly grantee/contractor
statenments or estimates of grantee costs (the nonth-end

i nventory of accruals) nust be received or made for
recordi ng and establishing accounts payabl e or reduction
of grantee/contractor advance bal ances. However, even
when the continuing nmethod is used for in-house operations

and small grant prograns, it will generally be necessary
to use the inventory nethod for |large grant prograns. 1In
such cases bl anket estimates of unreported grantee accrued
expenditures will be nade at the end of each nonth on an

inventory basis and then reversed in the follow ng nonth,
as outlined in paragraph 3-60-20B. G antee reports of
actual expenditures are then charged to program expense
when received and not to the blanket accrual credit
account. Below is an exanple of the recording of accrued
expendi tures under the conti nui ng met hod:
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EXAMPLE OF JOURNAL ENTRI ES UNDER THE CONTI NUI NG METHOD

Cash Cost Account “A’
| 2$ 5,000 1$10, 000 |
| 4 10, 000 3 25,000 |
Cost Account “B’ Accounts Payabl e
1$10, 000 | 2$ 5, 000 | 1$20, 000
3 5,000 | 4 10, 000 | 3 30, 000

To
2To
3To

“To

record
record
record
record

2.

materials received April 5, per receiving reports
April 9 cash disbursenents

April 12 invoices for services received

April 15 cash di sbursenents

The princi pal advantages of this nethod are (a) the
wor kl oad is spread nore evenly throughout the nonth, as a
conpl ete nonth-end inventory is not necessary, (b) the
recei vabl es and payabl es are recorded currently, making
themless likely to be overl ooked, and (c) all financi al
reports prepared fromthis data base are nore accurate on
a day-to-day basis than under the first nethod.

The princi pal di sadvantages of this continuing method are
(a) receivabl es and payabl es must be adjusted each tine
there is a difference between the anmpbunt recorded and the
anount received or paid, or when materials are returned,
(b) it is sometinmes difficult to reconcile payments with
payabl es when there are partial paynents, and (c) payables
are subject to being duplicated when paynent is made

unl ess adequate controls are established. For these
reasons, periodic analysis and adjustnent of the

recei vabl es and payabl es are necessary.
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D. Adj usting Entries Required by Accrual Accounting

1.

When the accrual basis of accounting is enployed, the
accounts are adjusted periodically to make the data which
has been recorded as it occurred, consistent with the
basi ¢ assunptions of the system i.e., the matching of
expenses with revenue for the conparable period. The
accounts nust be reviewed to ascertain whether the
expenses incurred in current and prior periods have been
al l ocated properly, whether any revenue has been
recogni zed that has not met the earnings test, and whether
any expenses have been incurred but not recorded, or
recorded but not incurred. In reality, what nust be done
is to adjust the cash flow for “leads” and “lags” which
have occurred during the period. Although there are
numer ous adjusting entries, nearly all of them can be
classified into four major types:

(a) Expense incurred by the gradual consunption of an
asset .

(b) Expense and liability increase continuously as
i ncurred.

(c) Revenue earned by gradual performance of service.
(d) Revenue and asset increase continuously as earned.

Type | Adjustnents - Expense incurred by the gradual use
of an asset

Expenditures are frequently made which will benefit nore
than one accounting period. When this occurs, the outlays
must be allocated to the periods in a manner which
appr oxi mates the useful ness of goods and services in the
provi sion of services as a necessary step in determ ning
total costs for each period. As a general rule, such
expenditures are initially charged to asset accounts and
are gradually converted to expenses through adjusting
entries over a period of time. These assets are sonetines
viewed as deferred costs. Wien the service potential of
the assets has expired, the cost of that service potenti al
is recognized as an expense in the periods which
benefitted fromthe expiration. The three principal types
of such assets are:




HHS Chapter 3-60
Departnmental Acc
HHS Transmitta

Page 8
ounting Manual
69.7 (4/18/69)
a. I nventories - these becone expenses when they

are consuned. For exanple, significant
gquantities of materials and supplies. They are
accrued expendi tures when received.

b. Deferred Charges - these include | easehold
i nprovements and ot her services received, the
cost of which is to be spread over subsequent
benefitting periods. They are also accrued
expendi tures when received, but expenses when
anortized. See also paragraph 1-10-30G

C. Long-Lived Assets - these are fixed assets such
as buil dings and equi prent. The nechanismto
convert their cost to expense is called
depreciation. They are accrued expenditures
when received, physically or constructively.

It should be noted that the foregoing
classification does not include prepaid
expenses, which occur when paynents are nade in
advance of receipt of service. As explained in
subsection 1-10-30E these itens are classified
as advances and represent neither accrued
expendi tures nor accrued expenses.

Type Il Adjustments - Expense and liability increase
continuously as incurred

Expenses that have been incurred but are not yet due
and payabl e and that accunulate with the passage of
time nust be recogni zed as accrued expenditures and
expenses in each applicable accounting period.
Cenerally a liability exists for each such accrued
expense. This liability is created by a credit to
the appropriate accrued liability account and by a
debit to the proper program cost or expense account
and by a debit to the proper program cost or expense
account. An exanple of this type of adjustnment is to
record the interest expense applicable to the current
accounting period which will be paid during a future
period. In sonme instances the liability accrued may
not be legally recognizable as an unfunded liability
account and the contra expense debit is excluded from

accrued expenditures. In a limted nunber of other
cases, the accrual of the expense may not
concurrently create a legal liability, as in the case

of certain public assistance provided to
beneficiaries for which the Governnment is not legally
liable for its share until the services have actually
been paid by the States. These accruals would al so
be classified as unfunded expenses, but not accrued
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expendi tures and the credit would be to an unfunded
provision for future payments to States.

Type 11l Adjustnents - Revenue earned by gradua
performnce of service

There are tinmes when paynent will be received for
goods and services before the goods are delivered or
the services are perfornmed. |In essence, the “buyer”
has made an advance paynent which the “seller” nust
recognize as a liability or unearned income until the
necessary performance required of himtakes place. A
common exanple of this type of adjustment is where
revol ving funds receive paynent in advance.

Type IV Adjustnents - Revenue and asset increase
continuously as earned

Uncol | ected revenues (such as interest on notes

recei vabl e) that have been earned but are not yet due
and col l ectible and that accunul ate with the passage
of time nust be recognized in each applicable
accounting period. An asset exists for each accrued
revenue. This asset is created by a debit to the
appropriate accrued receivabl e account and a credit
to the proper revenue account.

Reversing Entries

In recording the actual cash receipts or paynents of
itenms that have been accrued, it is easy to forget to
make a division between what portion belongs in the
current period and what has been accrued in the past.
In addition, subsequent collections and paynents of
accrual itens frequently cannot be properly recorded
wi t hout reference to the accrued adjustnents that
were made at the close of the previous accounting
period. Consequently, it is sometines sinpler to
make reversing entries the followng nonth in regard
to certain accrual adjustments. In a reversing
entry, the accounts and anobunts are the sanme as in
the entry that is being reversed, but the debits are
replaced by credits and visa versa. |In short, it has
the effect of canceling a preceding entry. See also
subsection 3-60-20B. Reversing entries should be
made to offset only those types of accrua

adj ustnents which resulted in the creation or
increase in an asset or liability or simlar account.
This woul d excl ude the Type | and |1l adjustnents,
since it is presuned that the original transactions
were originally charged to assets or credited to
liabilities and the accrual entry reflects their
gradual consunption or earning.
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3-60-30 ADP ADAPTATI ON

A

Gener al

Since the continuing nethod of accrual generally will be
utilized by DHEW agencies, it is inmportant to understand the
concept of accrual accounting under the ADP procedures in the
DHEW Accounti ng Manual . Through the utilization of uniform
transacti on codes and accounting entries and through the
utilization of ADP equipment, it is possible to place nuch of
the burden of the accrual process on the conputer.

Concurrent Qbligations and Expenditures

1. Under the accrued expenditure concept as defined in BoB
Circular A-34 dated July 1960, as revised, certain object
cl asses of expenditures will imediately be accrued as
expendi tures as they are obligated and in the sane anounts
as the obligation. The “Unbrella” systemis designed
around this principle and the transacti on codes and
rel ated accounting entries, coupled with ADP programm ng
techni ques, afford a full scale accrual accounting system

2. Transactions properly coded will enable the conputer to
currently adjust the general |edger accounts. The
processing of a transaction with the rel ated docunentation
automatically adjusts account bal ances and all ows the
preparati on of accounting reports on a continuing basis.
The follow ng chart shows the basic accrual transactions
as they occur under the “Unbrella” system (excl uding
budgetary entries).
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BASI C ACCRUAL TRANSACTI ONS

Asset Accounts Receivable Cash (Di sbursing Funds)

I I I

| 5$10, 000 | | 6$110, 000
2$10, 000 | | |
3$10, 000 | | |
Accounts Payabl e Accrued Liabilities

I I
6$55, 000 | 2$60, 000 6$55, 000 | 1$60, 000
6% 5, 000 | 6$ 5,000 |

Expense Advances to:....... | ncome

I I I
1$60, 000 | 6$10, 000 | 3$60, 000 | 4$10, 000
2$50, 000 | | | 5$10, 000
3$50, 000 | | |

Advances from......

I
4$10, 000 |

To accrue, (and obligate) object classes 11, 12, 13, 21, 11, 23, 42,
43, 44, 98 and 99.

2To record receiving reports and estimate nonthly accruals for object
cl asses, 24, 25, 26, 31, 32, 33, 41, 96 and 97.

3To record receiving reports and estimated nmonthly accruals for
equi prrent, supplies and services paid on an advance basis.

4To record invoices rendered for sale of goods or services financed
from advances.

5To record invoices rendered for sale of goods or services.

5To record disbursenents and partial or conplete |iquidation and
expense adj ustnments.
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3. For exanple, many obligations recorded at the begi nning of
the nonth for fund control purposes represent services
received by the end of the nonth. Therefore, in these
cases, obligations are concurrent with accrued
expendi tures. Accordingly, the transaction codes in
Chapter 4-40 have been devel oped to establish the accrued
expendi ture and obligation simultaneously in the case of
the follow ng object classification codes:

11 - Personal Conpensation

12 - Personal Benefits

13 - Benefits for Fornmer Personne

21 - Travel and Transportation of Persons
22 - Transportation of Things

23 - Rent, Communications and Utilities
42 - Insurance Clainms and I ndemities

43 - Interest and Dividends

44 - Refunds

98 - Unvouchered

4. In each of these cases, there is normally no docunentation
to represent the incurring of nmonthly expenditures other
than the obligation docunent itself. However, at nont h-
end, best estimates or conputations based on nethods
descri bed hereafter wll also constitute a valid basis for
adj usting the obligation and accrual of expenditures.

C. Noncurrent Obligations and Expenditures

1. On the other hand, obligations for nmany other object
cl asses do not always concurrently represent accrued
expendi tures. Transactions in these object classes are
not expenditures until the point in tinme when the goods or
services are received, or where there is constructive
recei pt (performance), as defined in paragraph 1-10-30F.
The | argest of these object classes in ternms of dollars
and units are those connected with grants and contracts.
The object classes where obligations generally are not
concurrent with accrued expenditures are:

24 - Printing and Reproduction
25 - Ot her Services (Contractual)
26 - Supplies and Materials
31 - Equi prrent
32 - Land and Structures
33 - Investnent and Loans
41 - Grants, Subsidies and Contri butions
96 - Undistributed U.S. Obligations
2. Some obligations for direct operating expenses recorded at

t he begi nning of the nonth for fund control purposes do
not represent goods and services which will be received in
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3-60-40

A

the current nonth. These object classes are also treated
as undel i vered/ unpaid orders and not accrued expenditures,
until such tine as the goods or services are received

i ncl udi ng, of course, constructive performance or receipt
as defined earlier. Transaction codes have been
established for all recurring types of activity which
woul d be affected by the accrual process, including
receiving reports (partial and final), reports of

expendi tures, interest cost, etc.

MONTHLY ACCRUALS FOR GRANTS, CONTRACTS, | NSURANCE CLAI Ms,
LOAN COSTS AND | NTEREST PAYMENTS

Gener al
1.

This section describes procedures required to accrue

mont hly program costs, expenditures, and | osses chargeabl e
to DHEW resources, but which were originally incurred by
organi zations and i ndividuals “outside” of the DHEW
organi zation structure, under the terns of grants,
contracts, and | oan and ot her agreenents. Accounts and
accounting entries concerned are identified in many cases
to clarify the description. The accounting for DHEW
revenue generated by these “outside” activities is

di scussed in Section 3-60-60.

One of the principal problems in accounting for “outside”
activities arises fromthe fact that DHEWi s al nost
entirely dependent upon individuals outside of its

adm ni strative control for the necessary reports on the
financial transactions affecting DHEWresources. Oten

t hese individuals thensel ves are whol |y dependent for
their information on reports from secondary grantees,

i nternedi ari es, or subcontractors to whom sone of the
funds may have been transferred for ultimte expenditure.
Until such tinme as nore frequent financial reporting to
DHEW by many outsiders is deened feasible, it wll be
necessary to estimate transacti on anounts for the nonthly
interval s between the periodic reports subnmitted by the
various outside recipients.
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Anot her maj or reporting problemarises fromthe fact that
practically all grantees and others required to account
for DHEW funds, keep their books on a cash basis and
report their transactions in the same manner. Sone al so
use the obligation or encunbrance basis of accounting.
DHEW however, is required to report expenditures by these
sources as well as its own expenditures on an accrua
basis. This adds the conplication of converting estimated
and actual cash disbursenents to accrued expenditures.

In the followi ng parts of the section, nethods are
presented for arriving at nonthly esti mates of accrued
expenditures for DHEWactivities adm ni stered by outside
organi zations. \Were the circunstances are such that
equal ly valid or better results can be obtained by other
met hods, the latter nay be used upon the witten

subm ssion of a request to, and the approval by, the
Deputy Assistant Secretary, Finance.

It is inportant to note that where matching funds or other
cost sharing by grantees is involved, only the Federa
portion of the expenditures and/or unpaid liabilities is
to be accrued in DHEW accounts.

B. Accountable Grants - Project Type

Accounting Procedures and Grantee Reports

The following steps will be taken in accounting for grants
where the grantee is required to account for the grant
funds, and the grant is not the programtype discussed in
par agr aph C bel ow.

Al l advance paynents by DHEWto grantees, including
wi t hdrawal s under letters of credit and simlar
advances to sub-grantees, will be treated as
account abl e advances to non- Federal agencies. The
unexpended bal ances | ess applicable estimted
unreported accrued expenditures of grantees will be
i ncluded with the other fund-type asset and liability
bal ances reportable nonthly to Treasury on Form

BA- 6727.

Grantees will be required to report not | ess
frequently than quarterly their (1) actual cash

di sbursenments relating to grant funds and (2) the
unexpended cash bal ances in their hands and in the
hands of secondary grantees (which |atter anmount nmay
be statistically determ ned).

If a grantee keeps his accounts on a true accrua
basis (as distinct fromthe obligation or encunbrance
basis), his expenditure reports should also be on the
accrual basis reconciled to the cash bal ances. The
advance accounts will be individually credited with
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the reported di sbursenents, and the bal ances in the

advance accounts w Il always represent anounts for
which the grantee is still accountable. Appropriate
program expense accounts will be charged with the

reported expenditures.

At each nonth-end, estimates wll be nmade, down to
the common accounti ng nunber (CAN) | evel of

expendi tures incurred but not yet reported by grantee
(and sub-grantees). These estimates will enbrace
both the net unpaid liabilities as of the date of the
| ast report of grantees reporting on a cash basis,
and the accrued expenditures of all grantees fromthe
date of their last report through the current
accounting period. Definition of net unpaid
liabilities and estimating nethods are given in
subparagraph 2 and 3 bel ow.

The amounts estimated will be recorded by bl anket
entries charging the appropriate program expense
accounts and crediting in total for each
appropriation the account, Advances to Non- Feder al
Agenci es, or Accounts Payabl e Non- Federal Agencies,
wi t hout distribution to individual grant or grantee
accounts. See paragraph 3-60-20 B for nethods of
entry and reversal.

Where grants are initially financed wholly by grantee
funds and the grantee bills DHEW nonthly for

rei mbursenments due or where the nonthly Federa

rei mbursenent paynents to grantees are scheduled to
correspond approximately with performance, the
paynments will be charged directly to program expense
and credited to cash. In the event the current
paynents are not made in the current nonth the credit
entry will be to Accounts Payabl e Non-Federa
Agenci es and reported to Treasury under that heading
on Form BA-6727. The accrual will be reversed the
begi nning of the next nonth, when the paynents are
usual 'y nade.

The accounting for cash advances and grantee-reported
paynents relating to grants financed through the

Grant Managenent Fund will be in accordance with the
provi sions of Chapter 10-50 of the DHEW Accounting
Manual . The nonthly estimtes for unreported grantee

accrued expenditures required by c above and outli ned
in paragraph 2 below will be devel oped by the G ant
Managenent Fund (GW) organi zation in coll aboration
with the parent agency and the anobunts shoul d be
recorded in the accounts of both the GW and the
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parent appropriation. On the G ant Managenent Fund
books, the debit for the estinates will be to the
liability (Advances from ot her Federal Agencies) and
a credit to Advances to O her than Federal Agencies,
Wit hout distribution to individual grant or grantee
accounts. The corresponding entry on the parent
agency books will be a credit in exactly the sane
anount to the reciprocal account - Advances to O her
Federal Agencies and a debit to program expense

(CAN) .
3. Estimati ng G antee Expenditures
a. As stated in subparagraph 3-60-40Bl c above, there are

two el enents of unreported grantee accrued

expendi tures chargeable to project grants which wll
be estimated and recorded each nonth and reversed in
the follow ng nonth. These are: (1) the “net unpaid
liabilities” of grantees reporting on a cash basis as
of the ending date of the period covered by their
nmost recent di sbursenent reports and (2) grantees’
expendi tures accrued since the period covered by the
nmost recent di sbursenent reports through the current
month. (It is assumed that disbursement reports wll
be recorded during the nonth as received.)

b. As used in this section, the term “unpaid
liabilities” covers amounts due and unpaid for
services; materials and equi pnment received by
grant ees and subgrant ees whether billed or unbill ed;
sal ari es and wages earned but unpaid including
accrued annual | eave where not otherw se provided
for; and properly applicable indirect expenses earned
but not yet charged to the grant by the grantee. It
does not include unpaid, undelivered orders or
simlar types of obligations or encunbrances.

C. As used in this section, the term*“net” as applied to
unpaid liabilities means the anount devel oped (1) the
sum of : grantee unpaid liabilities (other than to
subgrantee), subgrantees’ unpaid liabilities (other
than to grantee and di sbursenments made by subgrant ees
fromtheir own funds for which rei mbursenent has not
yet been made from grant funds and | ess (2)
unexpended advances of grant funds in the hands of
subgr ant ees.

d. There are various ways in which unreported grantee
accrued expenditures may be estimated nonthly. Under
sone financing arrangenents, grantees are required to
submt quarterly their estimtes of nonthly fund
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requirements for the next quarter. These projections
may be used where experience indicates that they are
generally valid and reliable as neasures of projected
accrued expenditures.

Experi ence may indicate that expenditures follow a
standard cost curve such as one of those described in
par agraph K below, fromwhich the estimtes may be
devel oped accordi ngly.

The nethod outlined in this subparagraph will be used
when conputing accrued expenditures enpl oyi ng

i ndi vi dual grant computations. The fornulas are
based on limted use of straight |line projections,

but adjustnents are subsequently made for actual
experience each tine grantee disbursenment reports are
recei ved. Errors, therefore, do not accunul ate and
in a sufficiently large universe, they should tend to
of f set .

(1) The fornmulas require the use of factors to be
devel oped for estimating net unpaid liabilities
of grantees for the principal types of grants.
These factors, when applied to individua
average nont hly di sbursenments of grantees, wll
produce the anpunts required to convert
curmul ati ve grantee di sbursements to cunul ative
accrued expenditures. The statistical sanpling
procedures required to devel op and update these
factors are discussed in Section 3-60-70. While
the results of the fornula are generally
reliable only in the aggregate, the calcul ations
are made fromdata for each individual grant for
whi ch estimates are needed. In npst instances,
use of conputer facilities will be required. It
shoul d be noted that two fornulas are presented.
The first is used where no grantee di sbursenent
reports have yet been received under a grant
(situation 1) and the second for grants where
one or nore reports have been received
(situation 2).
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(2)

(3)

Situation 1: No di sbursenent reports have as yet
been received from grantee.

(a)

(b)

(c)

Di vi de nunmber of nonths el apsed through
current nonth since the starting date of
grant or of the current funding period by
total number of nonths of grant or current
fundi ng peri od.

Mul ti ply anpbunt of grant or current
fundi ng anobunt by the decinmal fraction
produced in (a), above.

Accumul ate results by program account
nunmbers (CAN) and conbine with simlar
accunul ati ons under Situation 2 bel ow

Situation 2: One or nore disbursenment reports of
grant ee have been received and recorded.

(a)

(b)

(c)

(d)

(e)

()

Di vide cumul ative reported di sbursenents
by the nunber of nonths covered by
reports, to obtain average nonthly

di sbursenents.

Mul ti ply average nonthly di sbursenments for
each type of grant by the predeterm ned
ratio of net unpaid liabilities to average
mont hl'y di sbursenents, discussed in
Section 3-60-70.

Result of (b) represents assuned anount of
grantee unpaid liabilities applicable to
the grant as of the end of |ast disburse-
ment report period.

Di vi de nunber of nonths since |ast

di sbursenent report period through current
mont h, by number of nonths since | ast

di sbursenment report period through the end
of the grant current funding period.

Det erm ne potential accrued expenditures
fromlast disbursement report period to
the end of the grant or funding period by
subtracting fromthe grant or current
fundi ng anpbunt the accrued expenditures

t hrough date of |ast disbursenment report
period, i.e., reported disbursenments plus
assuned unpaid liabilities at end of

di sbursenent report period, item(c)

i mredi ately above. |If this total for any
grant exceeds the ampunt of the grant, the
anmount for this step for such grant should
be considered to be zero.

Mul tiply the results of (e) by the deci nal
fraction produced in (d) to obtain an
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estimte of unreported accrued
expendi tures fromend of |ast disbursenent
report period to current date.

(g) Accunulate results under (e) and (f)
i mredi at el y above by program account
nunmbers (CAN) and conbine with simlar
accunul ations under Situation 1 above to
establish an estimate of all unreported
accrued expenditures to be reflected as
the net unpaid liabilities as of the end
of the nonth for the grants invol ved.

g. Anot her net hod, described in this sub paragraph, or a
valid nodification thereof may be enpl oyed when
estimting accrued expenditures for progranms where
there are large nunmbers of grants and it is not
possi ble or feasible to establish accrued
expendi tures on an individual grant basis either
manual |y or by conmputer. The nethod enploys a series
of ratios. Only a concept of the nmethodology is
descri bed here, as each program has uni que
characteristics which would require individualized
application of the steps described below. The nethod
shoul d be designed to use data which is normally
avai l able from grantees or which can be derived from
DHEW grant records. The nethodol ogy fol | ows:

(a) The average nonthly anount of the
out standi ng grants for a given program
will be determined. This can be done on a
sanpling basis or it can be obtained by
segregating such grants into classes based
on length of grant period, multiplying the
nunmber of grants in each class by the
nunmber of nonths for each class, totaling
the products, and then dividing the total
into the aggregate face anount of all the
grants involved. The result (quotient) is
the average nonthly grant anmount for the
gi ven program An exanple woul d be:
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Life Pr oduct of Aggr eqgat e
Col.1 x Col.2 G ant Anpunt
(2) (3) (4)
12 nont hs 12, 000 $60, 000, 000
6 nont hs 3,000 15, 000, 000
15, 000 $75, 000, 000

(2)

(3)

$75, 000, 000 / 15,000 = $5,000, Average nonthly
grant anount

Aratio is determned, normally as a result of
statistical studies, which relates the average
mont hly grant anount to the average nonthly
grant ee di sbursenents. This ratio can be
determ ned from grantee reports either nonthly,
or quarterly as presently provided (where
interpolation is permissible). In the exanple
being followed it is assuned that sanpling has
i ndi cated that grantees are disbursing at the
rate of 90% of the average nonthly grant
anmounts. Thus, the average disbursenents of the
grantees for this programis $4,500 per nonth.

Athird ratio is conputed periodically which
rel ates actual grantee disbursenments nonth- by-
month to the average nonthly di sbursenents over
the life of the grant. This ratio is nost
effectively determ ned through conputer
operations although it can be perforned
manual | y. The accumul ati on of a sanpling of

di sbursenment data fromthe quarterly or nonthly
reports presently required is plotted on a graph
over which a straight line is laid representing
the cunul ative grant di sbursenents based on the
average determned in (2) above. For exanple,
the actual amounts during the first six nonths
of a twelve nonth grant generally would be |ess
than the average; correspondingly the actua
anounts during the last six nonths generally
woul d be in excess of the average. Thus the
curmul ati ve anmounts, nonth-by-nonth, would
describe an “S” line curve. The fornula for the
curve woul d be determ ned on a “l east squares”
basis using the straight |line as a neasure of
central tendency. \Where classes of different
grant |lives are concerned, this figure nust be
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wei ght ed average of the point inlife of the

cl asses. (Three nonths woul d be 1/4 point of
the 12 nonth class and the % point of the 6
month class). Let us assume for the exanple
that the ratio of actual to average in the third
month is 90% which, applied to the average

mont hly expenditure would result in an estimated
average actual expenditure of $4,050.

The last ratio is that for estimting the anount
of grantee unpaid liabilities. This ratio wll
be established by the periodic surveys described
in Section 3-60-70 which relate grantees’ unpaid
liabilities to average nonthly disbursenents.

These surveys will be nmade as often as is
necessary to assure reasonably accurate
i nformati on. In this exanple, the ratio can be

assuned to be 30% That is, the average grantee
has unpaid bills and has received services and
materi al s not yet due which anmount to $1, 215
(30% of $4, 050).

The amounts in items (3) and (4) above are
conbined to arrive at the average grantee

di sbursenments for the nonth plus unpaid
liabilities. In this case it is $5,265 ($4, 050
+$1, 215) .

This amount is multiplied by the nunber of
grants in the program This provides the total
accrual for the nonth. 1In this exanple the
ampbunt is $7, 897, 500.

The armount in item (6) above is added to the
accunul ation from previ ous nmonths of the figures
fromthe conputations in item (3) nultiplied by
the total nunber of grants (total estinmated
actual disbursenments) to produce total

curmul ative grantee accrued expenditures. \Were
a program starts anew each year, there is no
problemrelative to a starting point, however
where prograns run continually, sanpling of
presently received grantee reports may be nade
and the
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results extrapolated to provide an estinmate of
the beginning total program di sbursenents at the
begi nning of the fiscal year.

(8) Curul ative cash paynents to grantees and letter
of credit draw downs wi |l be deducted fromthe
anmount in (7) above, the total estinmated accrued
expenditures. The resulting difference
representing the unreported accrued expenditures
is charged to prograns costs (CAN) and credited
i n blanket to Advances to Non- Federal Agencies
Esti mated Accruals. See paragraph 3-60-20B for
recording and reversing bl anket entries.

3. Data Required for Estimating Fornulas
a. The individual grant data required for application of
the accrual fornulas in paragraphs 2f and 2g will be

mai nt ai ned as part of the existing grant records or
by the establishnment of a separate tape/card record
for the purpose. The following information is
required:

(1) Gant nunmber and type

(2) CAN or other account designation chargeable with
grant expenditures

(3) Factor ratio of net unpaid liabilities to
average nont hly di sbursenents of this type of
grant (see Section 3-60-70)

(4) Year and nonth of start of grant or current
fundi ng period

(5) Year and nonth of end of grant or current
fundi ng period

(6) Anmpunt of grant or current funding

(7) Year and nonth of end of period covered by
| at est recorded disbursenments reported by
gr ant ee.

(8) Most recent cunul ative di sbursenents reported by
gr ant ee.
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Wth the foregoing data in machi ne readable formthe
mont hl'y conputation of unreported accrued

expendi tures under the fornula can be fully
automated. It is essential that the data file be
current in every respect as of the close or each
nont h before the accrual calculations are made. This

means that the record will include (1) al
di sbursenent reports of grantees received and entered
in the accounts, (2) all changes in starting

and endi ng dates, and (3) all changes in amunts of
grants or their current funding in effect as of the
cl ose of the accounting period.

When grants cover nore than one CAN, the ambunts of
the grants’ current funding and reported

di sbursenments nust be established and recorded
separately for each account.

Accountable Grants - Program Type

1.

Gener al
a.

There are a nunber of progranms, sone very substanti al
i n amount, where DHEW contri butes supporting funds,
generally to state and | ocal governnents. In sone
cases the anpunts are conputed on the basis of
statutory formulas applied to factors over which DHEW
has no control and the grants are really “open-
ended”. In nost of these prograns the grantees are
required to report periodically on their

di sbursenents chargeable to such grants. The nonthly
estimating and accruing of these disbursenents and
conversion to accrued expenditures are discussed in
thi s paragraph C

Di sbursenment reports will be obtained fromall
grantees at |least quarterly. On the basis of these
reports and fornul as devel oped from periodi c studies
of outstanding clainms and liabilities, reasonably
accurate nonthly estimtes of grantees’ accrued
expenditures will be nmade as described in the
fol |l owi ng subparagraphs.

These nmonthly estimates and periodic adjustnents will
be recorded as program costs whether or not there are
sufficient appropriated funds to finance them To
the extent the appropriation is insufficient to cover
these accruals and there is Congressional authority
to incur these liabilities or clainms wthout charge
to an appropriation or fund, these accruals will be
credited to unfunded accrued liabilities or clains
whi ch are not reportable to Treasury as liabilities
on Form BA-6727. In these cases the related costs
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wi |l be excluded from accrued expenditures unti
funded by appropriations, at which tinme the
transacti ons becone accrued expenditures as defined
by BOB Circul ar 68-10 (and obligations incurred) but
are not again reported as costs. The aim of accrua
of costs here, as elsewhere, is to neasure as
accurately as practicable each nonth the actual costs
i ncurred by the Government, regardless of the funding
aspects.

d. The unfunded costs and related liabilities or clains
shoul d not be confused with costs and expenditures
accrued under authority to obligate and expend in the
current year against appropriations to be nade for
the following year. The latter transactions are
consi dered funded costs and accrued expenditure, even
t hough the appropriation has not yet been received.
Furthernore, the concept of unfunded costs does not
apply to overexpenditure or overobligation of an
appropriation when there is no legislative authority
to incur costs w thout advance appropriation. In
such case the expenditure overrun represents a
violation of the Anti-Deficiency Act and nust be
recorded as an accrued expenditure and the violation
reported as required by |aw

e. Prograns-type grants are so different in nature and
spendi ng patterns that separate studies for
estimating grantees’ unpaid liabilities will be
required for each major program Surveys wll be

made in a nunber of States to determ ne applicable
techni ques. The surveys outlined in Section 3-60-70,
bel ow, are for establishing ratios of these unpaid
liabilities to average nonthly payments of grantees
or for the devel opnent of characteristic cost curves.
Pil ot surveys indicate that, because of the nmgnitude
of these progranms and the multiplicity of paynment
points, (including, in sone instances, substanti al
nunmbers of secondary grantees or internediaries)

consi derabl e use may have to be made by DHEW agenci es
of statistical sanpling nmethods, both in the

sel ection of States for the studies and by State
agencies in their devel opnent of the infornmation
required. Stratified sanpling (by size) and ot her
statistical techniques as described in
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Section 3-60-70 will be used with a view towards
obtaining the maxinumreliability possible under the
Cci rcumst ances.

f. Some mai nt enance paynents under Public Assistance
prograns, have substantial amunts of due but unpaid
clainms at each nonth-end. The Federal share of such

anmounts will be statistically estimted using
procedures outlined in Section 3-60-70 below. Any
estimated clainms will be included in the adjustnent
for grantee unpaid liabilities chargeable to such
prograns.

g. In the program of Aid to Educationally Deprived

Children, the bulk of the funds are transmtted by
the States to |ocal educational agencies (secondary
grantees) for the conduct of the program

Information, on a sanple basis, will be obtained from
which to project the anpunt of unpaid liabilities of

t hese secondary grantees which, along with

expendi tures of the prine grantee, are chargeable to
the grant funds.

h. When the anmounts of unpaid liabilities at each nonth-
end are to be obtained for a programby a statistica
sanpling of States, the anount for the entire program
wi Il be determ ned by extrapolation, using the ratio
which the total program expenditures for all States
bears to the simlar total for the reporting States
(the sampl e used) unl ess sone ot her avail abl e base
woul d produce a nore statistically reliable accrual.

i Smal  er prograns with State and | ocal governnents
will require further studies to develop statistically
reliable nmethods for determ ning applicable unpaid
liabilities as of each nonth-end. Where possible,
the grants of individual prograns will be conbi ned
into groups with relatively honbgeneous liability and
length of |ife characteristics so that statistical
sanpling may be applied.

j- Entries recording unpaid liabilities of States and
| ocal government applicable to DHEW prograns shoul d
be set up in blocks identified by cormmbn accounti ng
nunmbers with charges to the applicable program
expense and undistributed credits to accrued
liabilities or advances to States and | oca
governnents. \When unpaid liability data on nore than
one program are required by a single DHEW agency from
a single State agency, the several requirenents wll
be coordi nated and conmbined into a single request.
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See paragraph 3-60-20B for nethods for recording
bl anket entries.

4, SRS pen-End Grants

a. SRS has several major programnms financed by “open-end”
grants. Chief anpbng these are grants to States for
the Federal share of nmintenance paynents and nedi ca
assi stance to needy persons. The States report on
these di sbursenents at |east quarterly. Fromthese
reports current nonthly estimtes for accruals wll
be nmade as outlined in paragraph 1 above. If the
di sbursenents have been
fi nanced by advances to the States, the credit side
of the estimated accruals will be to separate credit
bal ance sub-accounts contra to the advance accounts
for the individual States in order to retain intact
t he amount of the advances yet to be accounted for by
each State. Upon receipt of the grantee’s quarterly
di sbursenment report, the contra sub-accounts would be
debited and the advance account proper woul d be
credited with the reported di sbursenents. Any
di fference between the estimtes and the actual would
al so be adjusted at that tine.

b. Most State agencies account for grant funds on a cash
basis. For any large-scale program there is
therefore likely to be a substantial anpunt of unpaid
liabilities and clains outstanding at the end of any
accounting period. Statistical studies will be made
to establish and revalidate fromtine to time, ratios
of such outstandi ng anbunts to average nonthly or
quarterly disbursenents for each major program (see
Section 3-60-70). Applying these ratios to reports
of actual cash disbursenents or to current estimtes
of State agencies’ cash di sbursenents produces
current estimtes for the accrual of their
outstanding liabilities and clainms in the accounts.
As in the case of the cash di sbursement estinmates,
the credits for these accruals nust be associ ated
with, but kept separate from the primary advances
accounts in order that anmounts of advances yet to be
accounted for by the grantees may be clearly shown.

(Del etions on data on pages 27 - 29)



HHS Chapter 3-60
Departnental Accounting Manua
HHS Transm ttal 69.7 (4/18/69)

3. SSA Open- End Contracts

(DATA ON SSA DELETED -

NO LONGER PART OF HHS )

Page 27
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4. CE Open-End Loan Subsidy G ants

(DATA ON OE DELETED - NO LONGER PART OF HHS )
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CE Open-End Loan Subsidy G ants (conti nued)

(DATA ON OE DELETED - NO LONGER PART OF HHS )

NH -

Open- End Loan Subsidy G ants

a.

The Federal capital contribution program Sections
741(i) and 823(c) of the Public Health Service Act,
require the Federal Governnment to reinburse schools
for their portion of unpaid principal and interest on
student loan wite-offs from cancellations. These
wite-offs or cancellations arise fromdoctors and
nurses comenci ng practice in the professions or from
death or disability of the borrowers. The

conpr ehensi ve annual financial reports from schools
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(PHS 4663-23) to the Bureau of Health Manpower show
the amounts of principal and interest on such | oan

cancel l ations. Reports will be obtained quarterly
fromwhich NIH will develop estimates for the accrua
of this appropriations liability. In the absence of

reports, the experience of simlar institutions,
adjusted for differences in timng and volunme, should
be used. The entry would be a debit to program
expense (CAN) and a credit to Accrued Liabilities-
Non- Federal Agencies. Appropriate adjustnments of the
estimtes will be nade upon receipt of the quarterly
reports of actual cancellations.

b. Under Sections 744(b) and 823(b) of the Public Health
Service Act, the Governnent is required to reinmburse
out of appropriated funds, nost of the |osses
sustai ned by the schools on student |oans which have
been financed by borrow ngs fromthe Health Education
Revol ving Loan Funds. Reinbursable | osses consist of
(1) cancell ations of student |oan interest and
principal for service in the health and nursing
prof essions, (2) death or disability of the
borrowers, (3) 90% of the |osses due to defaults of
borrowers, (4) collection expenses on student | oans,
and (5) the excess of the ampbunt of interest payable
on the schools’ borrowi ngs fromthe Health Education
Revol ving Loan funds over the interest which they
actually collect fromstudents on | oans nade from
such funds.

C. School s report the foregoing | osses periodically.
Such reports will be placed on a sem annual basis as
rapidly as possible. Mnthly estimates of the | osses
will be made in the light of current trends and ot her
program data avail able. The anount will be charged
to program expense (CAN) in the absence of reports,
estimtes will be nade based on experience with
conpar abl e school s, adjusted for volume and timng
The credit side of such entries will be to Accrued
Liabilities-Federal Agencies, since the nmoney is not
actually paid to the schools but to the Revol ving
Loan Funds where it is applied against the
i ndebt edness of the schools for interest and
principal on their borrow ngs. Appropriate
adjustnents will be nmade to the accrual s upon receipt
of the schools’ reports of actual transactions for
t he same period. See paragraph 3-60-20B for nethods
for recording and reversing bl anket entries.

d. The interest differential portion of the Sections
744(b) and 823(b) accrual will be based on the
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difference in face anmounts between the interest due

t he Revol ving Funds by the schools, conputed on an
accrual basis, and the interest (if any) actually
coll ected by the schools fromthe student borrowers
whet her or not renmitted to the Revol ving Funds by the
schools at the reporting date. The portions of the
other loss itens are based on the actual anmounts
reported by the schools or estimated in the absence
of reports.

e. An additional, but unfunded, liability will also be
established for the potential net |oss to be
sust ai ned under Sections 744(b) and 823(b) on student
| oans outstanding as of the report date and which is
not reflected in the schools’ financial reports.
These are | osses that would normal ly be provided by
t he establishnment of allowances for cancellations due
to death and disability (but not for the
“professional service” cancellations) and 90 percent
of defaults |ess accrued but uncollected interest on
student loans in repay status. Estimates will be
made for such net accrued | osses based on such
experience and information as is readily avail abl e.
The entry is a debit to program expense (CAN) and a
bl anket credit to Unfunded Accrued Liabilities -

O her Federal Agencies. Wen these |osses are
actual ly sustained and funded, the related unfunded

provision will be reversed.
D. Construction Gants
1. Cener al

Chapter 10-40 of the DHEW Accounti ng Manual authori zes
paynments of specified percentages of construction grants
according to specified percentages of conpletion of the
wor k. Expenditures under these grants accrue as the
construction work progresses whether or not reports and
billings for the progress have been received fromthe

gr ant ees.
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2. Esti mates of Constructi on Progress

a.

Subpar agraphs b and c¢ follow ng, provide alternative
met hods for devel opi ng estinmates for accruing
unreported construction progress. Estimates of
progress will consider the value of work in place
plus the value of materials on hand not installed,
and the val ue of substantial conponents in progress
of fabrication by vendors. Entries for the accruals
will be on a blanket basis with debits to program
expense and credits to Accrued Liabilities - Non-
Federal Agencies. See paragraph 3-60-20B for nethods
for recording and reversing bl anket entries.

Where periodic site-engi neer progress reports are
avai |l abl e or can be practicably obtained, accrued
expendi ture curves or estimtes may be devel oped by
anal ysis of the reports and nmay be used in estinmating
the accruals since the last reports. \Were site-
engi neer progress reports are not obtainable, the
accrued expenditure curves or estimtes may be

devel oped from studi es of certified grantee progress
reports used to support requests for paynents.
Recurring studies will be made fromtime to tine to
establish the validity of accrued expenditure curves.

Estimates of construction progress fromthe end of
the period covered by the | atest grantee progress
report through the current nonth will be made each
month or as frequently as practicable for all
construction grants. The estinmates of such progress
for |arge grants may be made each nonth on a grant-
by-grant exam nation and eval uati on by know edgeabl e
program staff. For smaller grants, projections of
mont hly progress for the next three to six nonths or

| onger, where appropriate, may be prepared by program
staff at the tinme of the award and when each progress
report is subsequently received fromthe grantee.

3. Excess Paynents

Under sone circunmstances cunul ati ve grant paynments nmay
exceed the value of the cunul ative progress of the
project. In such cases the excess of cumul ative paynents
over the value of work progress must not be charged to
program expense but to Advances- Non- Federal Agenci es.
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E

No- Per f ormance Grants

Grants based on statutory entitlenent and which require neither
performance by the grantee nor his reporting on the use of the
funds, becone accrued costs upon the establishnment of

entitlement. |If funds are currently available, these grants are
accounted for as accrued expenditures concurrently with

entitl enment. If funds are not avail able, the accrued

expendi tures and costs will not be recorded until funded.

Amounts wi thheld from grants pendi ng subsequent validation of
entitlement should be carried as a liability since the ful
anount of the grant is considered to be a cost incurred upon
entitlenment. These grants will be recorded in the accounts as
soon as the entitlement is assured.

Direct Fell owships

Fel |l owshi ps paid directly to students by operating agenci es or
through the Division of Central Payroll will be charged to
program expense (CAN) as paid. |If any significant anpbunts of
these stipends are paid in advance of the nmonth in which
“earned” or are not paid until sone nonth following that in
whi ch “earned”, appropriate adjustnent nust be made to record
the prepai d expense or accrued liability, respectively.
However, tuition grants will be charged off as accrued

expendi tures at the time of paynment wi thout proration over the
academ ¢ periods covered.

Contracts

1. Coverage and Bases for Accruals
There are three types of contracts to which the procedures
prescribed by this paragraph apply: cost-type, fixed-
price, and fixed-rate contracts. In each case,
performance by the contractor (or his sub-contractor by
whi ch paynment is earned is the test to be applied in
determ ni ng DHEW accrued expenditures. For cost-type
contracts, contractor performance is represented by his
costs actually incurred (and related fee earned if any);
for fixed-price contracts, perfornmance anounts are based
on the stage of conpletion or other satisfactory evidence
of contractor performance; and for fixed-rate contracts,
performance “amounts” represent the product of the units
of work performed tinmes the established rate or rates.
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2. Reporting by Contractors
a. To obtain reimbursenent or credit agai nst advances,
contractors periodically bill DHEWfor work
performed. VWhile these billings are generally

monthly, it is not usually possible for contractors
to submt their bills each nonth in tinme for DHEW
agencies to enter themin their accounts for the
period covered by the bills. The periodic Contract
Fi nanci al Report (form HEW 515-4/69 Exhibit 3-60-1)
prescri bed by the Handbook entitled “Procedure for
Reporting Financial Information by Contractors” wl|
provi de the principal basis for estimating and
recordi ng each nonth the accrued expenditures for
unbill ed contractor performance. The report wll

al so provide data of value to project and contracting
officers in nonitoring contractors’ progress and to
budget officers in projecting contract expenditures.

The Contract Financial Report will be required on a
mont hly basis for all contracts with private
enterprise (lIndustrial and Comrercial Activities) for
whi ch average annual expenditures will exceed

$250, 000 i ncluding contract amendnents. The form may
al so be required on a nmonthly basis for smaller
contracts with private enterprise at the option of
the contracting or project officer.

The Contract Financial Report will be required
quarterly for all contracts with private enterprise
(I'ndustrial and Commrercial Activities) for which
average annual expenditures will range from $100, 000
to $250, 000, including contract amendnents, unless
mont hly reporting has been prescribed. This report
will also be required for all contracts and
agreenents with Federal agencies, States and ot her
non-profit organizations involving annua

expendi tures over $100, 000 i ncludi ng contract
anmendnments. It will also be required for al
contracts involving average annual expenditures |ess
t han $100, 000 but not bel ow $25, 000 for which
contractor billings are not nade at |east nonthly.
Certain nodifications of the foregoing requirenments
are authorized in subparagraph d. bel ow
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d. Nei ther quarterly nor nonthly Contract Financi al
Reports will be obtained for accrual purposes from
contractors if the programin which they are
participating is being treated by statistical nethods
for determi ning cost or expenditure accruals or if
t he DHEW agency determnmi nes that conparable
i nformati on can be obtained by sone other approved
procedure. Witten authority fromthe Deputy

Assi stant Secretary, Finance will be obtained for
exenption fromuse of the Contract Financial Report
forms.

Accounting for Contract Accruals

At the close of each nonth, estinmates will be nade and
recorded for otherw se unrecorded contractors’ costs

i ncurred through the close of the current period using, to
the extent avail able, data included in Contract Financi al
Reports or other conparable information received from
contractors.* The anmounts of accrued costs will be
recorded by debit to *adjusted, where necessary, to the
cal endar-nonth basis the appropriate program cost accounts
(CAN) and a bl anket credit to Accrued Liabilities - Non-
Federal Agencies (or Federal Agencies) or Advances to Non-
Federal Agencies (or Federal Agencies) wthout

di stribution to individual contractor accounts. See

par agr aph 3-60-20B for bl anket accrual and reversa
entries. Were w thhol dings have been made on progress
paynents, care will be taken to see that full anounts of
all unapplied w thhol dings are charged to program costs
(CAN) and included in Accrued Liabilities - Non-Federa
Agenci es at the cl ose of each period.

| nsurance Clains and I ndemities

1.

O d Age, Survivors and Disability Paynents

a. As the benefits are paid early in the nmonth foll ow ng
the nonth due, an anount equivalent to the entire
paynment represents an accrued liability. 1In
addition, it will be necessary to establish an
accrual for clains in process. Cainms which will be
payabl e when presented will be accrued based on

studi es of retroactive paynents and ot her pertinent
factors. Studies to establish the relationship of
these del ayed itens to the anounts paid will be used
for accrual conputations. Recurring studies will be
made fromtinme to time to assure the continued
validity of accrual factors in use.

* adj usted, where necessary, to the cal endar nonth basis.
2.

Suppl enentary Medical | nsurance Paynents
I n devel opi ng the nonthly accrual for supplenentary
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medi cal insurance paynents, it will be necessary to
estimte unreported benefits to individuals based on
sanpl e data indicating | evel and cost of services
performed. These unreported benefits include the benefits
billed and unpaid plus the benefits incurred but unbill ed.

The accrual will be charged to the appropriate expenses
accounts (CAN) and established as an accrued liability.
The factors used for the accrual will be periodically

revalidated to assure continued reliability.

3. Hospital - Insurance Paynents
Accruals will be established based on current w thdrawal s
of funds by internediaries, revised as may be necessary to
recogni ze adjustnments based on final cost reports and
audits. Current w thdrawal s of funds are based on
providers’ (hospitals, etc.) current case | oad and rates,

regardl ess of time of providers’ billings. Thus,
intermedi ari es’ needs approximately reflect estimated
providers’ performance and billings through the end of the
current accounting period. An additional accrual will be

made to cover the period between the internediaries’ |ast
subm ssions and the end of the accounting period.

3. Losses on Insured Student Loans
a. Losses sustai ned under insured student | oan prograns
wi |l be charged to program expense (CAN) upon

approval of the clainms for indemity. The entire
equity of the insured Student Loan Fund is considered
reserved for such | osses chargeable to the Fund. To
be consistent with general Governnment practice, no
accruals wll be made for such costs whet her
chargeable to the Insurance Fund or to appropriations
provi ded for the purpose.

b. If there is any probability that a defaulted | oan for
whi ch indemity has been made, may ultimately be
recovered in whole or part, the claimacquired
agai nst the borrower by subrogation will be recorded
in the Fund as an asset with an offsetting valuation
al | owmance based on a wei ghted average probability of
collection with the anbunt reserved charged to
program cost. Differences between anmounts esti nmated
to be collectible and ambunts actually collected wll
be debited or credited to program costs (CAN)
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l. Loan Costs and Losses

1.

Gener al

Under the various DHEW | oan prograns there are two
principal types of costs and | osses which may be
experienced that will not involve further fund outl ays but
which w il reduce funds which DHEW woul d ot herw se
subsequently receive. These |osses arise from (1)
inability to collect direct |oans and advances nade to
institutions from appropriations and from DHEW r evol vi ng
funds, and (2) costs and | osses charged agai nst the
Governnent’s equity in capital contributions to revol ving
student | oan funds adm ni stered by coll eges and
universities. Provisions for these non-fund costs and

| osses will be nade by accrual of valuation all owances
agai nst the related assets or in certain cases by direct
wite-off of the assets at the tinme the cost is incurred,
in the manner hereinafter described.

Val uati on All owances on Direct Loans
Based on estimates provi ded by know edgeabl e program

officers, additions to valuation all owances will be
accrued nonthly for | osses expected to be sustained due to
death, disability and defaults of direct borrowers. In
the case of direct loans to institutions where credit has
been carefully granted or is secured, little if any
provision for |osses may be required. Accruals will be

established by the application of |oss-experience ratios
to | oans nmade during the nonth and the resultant anounts
shoul d be charged to program expense (CAN) (non-fund) and
credited to the valuation all owances. Losses will be
charged to the all owance accounts when uncollectibility of
the loans is established. Balances in the allowance
accounts will be checked periodically for adequacy in
relation to the amobunts of | oans outstandi ng, and the
accrual rates will be adjusted prospectively as required.

Val uation Al lowances for Student Loan Fund Losses

The all owance for | osses on Governnent equity in capita
contributed to student |oan funds, including such funds
created by conversion of Education Cpportunity Gants to
Student Loan Funds, wil| provide only for expected | osses
due to death, disability, or default of the student
borrowers. They should not cover the portion of such

| osses chargeable to the institutions’ capita
contributions or anpunts reinbursable by the Governnment to
the |l oan funds. The cost and expenditure for the latter
type of | osses are accounted for as fund transactions

whi ch are described in paragraph C. 4. of this Section.
The anmounts to be accrued for the death, disability, and
default | osses chargeable to Governnent capital equity
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will be set up each nonth by the application of
established loss ratios to Federal capital contributions
for the month. These loss ratios will be devel oped by
know edgeabl e program officers in the light of the
experience with each type of loan. The rates will be
adj usted prospectively as found necessary.

4. Treatment of Loan Cancell ations
a. No advance all owance wi |l be nade for anticipated

| oan cancel | ati ons because of teaching and

prof essorial practice or for collection and

adm ni strative expenses chargeable to the
Governnent’s contributed capital equity. These
charges are considered to be program costs and
expenses when they occur. The Government receives a
servi ce when any of these charges arise. Fisca
period costs of performance woul d be distorted by
setting up reserves for themin advance. The
difficulty in accounting for this type of cost and
expense is in estimating the anmobunts that have
occurred each nmonth in advance of receiving periodic
reports thereon fromthe institutions concerned.
Estimates of such charges will be nade each nonth
based on avail abl e program data and experience. The
accrual would be a debit to program expense (CAN)
(non-fund) and a credit to a tenporary suspense
credit sub-account of the investnent asset control

account .

b. VWhen the periodic reports on the changes in the
Governnent’s capital equity are received, entries
wi |l be made charging the valuation all owance and

suspense credit accounts with the actual costs and

| osses reported, and crediting the investnment account
representing the capital equity. At that tine any

di fference between the amounts estimated for teacher
and practice cancellations and sim|lar service-type
charges discussed in the precedi ng paragraph, and the
anounts actually reported will be adjusted so as to

| eave in the suspense credit account only the
estimtes of such | osses for the periods for which
reports have not been received fromthe institutions.
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J.

| nt erest Paynents

The only DHEW expendi tures chargeable to object class 43,
interest, occur in revolving funds financed by sal es of
participation certificates and/or appropriations on which
interest nust be paid to the Treasury when the funds are used.
This amobunt is nodified by the nonthly anortization of prem um
and discount (if any) on sales of Participation Certificates.
(See Paragraph 3-60-60D). |Interest payable wll be accrued
mont hly based on FNMA reports or conputed fromthe interest base
and applicable rate or rates, by debits to interest expense and
credits to Accrued Interest Payable to Federal Agencies.

I nterest paynents, when nade, are charged to the Accrued

I nt erest Payabl e Account.

Use of Cost Curves
1. Gener al
a. The foll owi ng subparagraphs outline the techniques to

be utilized by agencies in the determ nation of
accruals for grants and contracts where it is
appropriate to use cost curves and time does not
permit the use of survey nethods to obtain the curve
configuration.

b. The standard bell curve, declining cost curve and
straight line projection methods as outlined in the
subpar agraphs below will be utilized for grants and

contracts when current expenditure trends, recent
cost levels, or expenditure-reporting on the part of
the grantee are not avail able either through

hi storical data or current reporting. These nethods
are easily adaptable to ADP or manual processing and
will also provide cost data for managenment purposes.
When cost curves are used, conparison of actual costs
to estimted costs and anal ysis of differences should
be accomplished as soon as the actual costs are
avai l abl e so that refinenent of the estinmating
process may be acconplished. Utimtely, another
techni que may have to be utilized when expenditure
trends and cost trends becone avail able and do not
conformto the percentages utilized in these nethods.
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2. Description of the curves
The cost curves are as foll ows:

a. The Standard Bell Curve
The standard curve (Exhibits 3-60-2 and 3-60-3) may
be used for those grants and contracts where the
costs build up slowy during the initial phases of
the term then increase rapidly and finally |level off
toward the end of the term For exanple, a grant or
a contract for $1,000,000 which is to be perforned
bet ween Decenber 1 and Septenber 30 m ght be
estimated as foll ows:

% of % of Amount
Dat e Ti ne Cost Accrued
Dec. 31 10% 4. 00% 40, 000
Feb. 28 30% 18. 25% 182, 500
Apr. 30 50% 47. 25% 472, 500
Jun. 30 70% 78. 50% 785, 000
Aug. 31 90% 97. 50% 975, 000
Sep. 30 100% 100. 00% 1, 000, 000

b. The Declining Cost Curve
The declining cost curve (Exhibit 3-60-4 and 3-60-5)
is for those grants and contracts where costs build
up rapidly at the beginning of the term because of
startup costs and | arge material purchases, and | evel
off during the later stages of the term For
exanpl e, a fabrication grant or contract val ued at
$600, 000 woul d be accrued as fol |l ows:

Ti me or % of Tine % of Amount
Units Conpleted or Units Cost Accr ued
15 10% 18. 00% $108, 000
45 40% 49. 00% 294, 000
75 50% 72. 00% 432, 000
120 80% 94. 00% 564, 000
150 100% 100. 00% 600, 000
C. The Straight Line curve

The straight line projection (total cost divided by
tinme) is used for level of effort type of grants or
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contracts where costs remain relatively constant ad
stable during the term For exanple, the estimte
for a grant or contract for research services in the
amount of $100,000 to be performed between Decenber 1
and Septenber 30 is conpared with the amount that
woul d be recorded if it were appropriate to use the
standard bell curve in the foll ow ng tabul ation:

% of % of Amount Bel | Curve
Dat e Ti ne Cost Accrued Anpunt
Dec. 31 10% 10% $ 10,000 % 4,000
Feb. 28 30% 30% 30, 000 18, 250
Apr. 30 50% 50% 50, 000 47, 250
Jun. 30 70% 70% 70, 000 78, 500
Aug. 31 90% 90% 90, 000 97, 500
Sep. 30 100% 100% 100, 000 100, 000

d. Modi fi cations

M nor nodifications and change orders may be included
in the total amount and applied to the curve
percentages. Substantial nodifications will be
conmput ed i ndependently of the basic grant/contract
based on the appropriate factors.
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L. Loans and Gt her Program Type | nvestnments
1. Accounting for Loan Pri ncipal
a. Loans and similar programtype investnents are

recorded as accrued expenditures when cash is paid
out. Repaynents of loans and simlar investnments are
recorded as accrued recei pts when the cash is

recei ved for purposes of Treasury reports BA-6727 and
6728. These types of transactions therefore
ordinarily require no accrual adjustnments. However
if prior to the adoption of the “Unbrella” system
expendi tures properly classifiable as | oans or
simlar investnents were charged off as program
expense, appropriate restoration of the assets wll
be made in the accounts for ampunts outstanding.
Adjustnments will also be made where | oan expenditures
have been charged to asset accounts but not
subsequently reduced for repaynments, cancell ations,
defaults, etc. It is assuned in this procedure that
all outstanding | oans and i nvestments have been
routinely recorded as assets and therefore require no
accrual adjustnments (accruals of interest and

al l owmances for | osses are discussed el sewhere). The
i nvest ments made purely for incone producing

pur poses, as in the case of purchase of U. S.
Governnent bonds by Social Security Trust Funds are
not accrued expenditure transacti ons nor are sal es of
such investnents reportable to Treasury as accrued
recei pt transactions. The term*®investnment” as used
in this paragraph L does not relate to investnents of
this nature.

b. The appropriations fromwhich currently outstanding
| oans and investnents have been nade which may
require restoration or adjustnment in the accounts are
as follows:

(1) Elementary and Secondary Educational Activities
and Defense Educational Activities:

(a) Loans for equipnment and m nor renodeling.
(2) Higher Educational Activities, Expansion and

| rprovenent of Vocational Education, and Defense

Educational Activities:

(a) Capital contributions to NDEA Student Loan
Funds.

(b) Loans to institutions for their
contri butions to NDEA Student Loan Funds.
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3-60-50

@) Advances to State and non-profit |oan
i nsurance funds.

() Advances and | oans for construction of
facilities not yet transferred to Higher
Education Facilities Loan Fund.

() Heal t h Manpower Education and Utilization:

(a) Capital contributions to Student Loan
Funds

() Loans to institutions for their
contributions to Student Loan Funds (such
| oans are no | onger being nmade).

() Assi stance to Refugees in the United States:
(a) Loans to Cuban refugee students.

The anobunts of direct |oans and advances to
institutions and individuals nmade from appropriations
and yet outstanding will be periodically reconciled
to the records maintained by the various program
offices, if any.

Accounting for Insured Loans

In the insured | oan prograns, the anmounts of |oans

out standi ng i nsured by the Federal Governnent have not
heret of ore been recorded in the accounts of DHEW Reports
of these |loans are received and conpiled currently by the
O fice of Education. Fromthese data, periodic reports on
out st andi ng | oan guar antees and ot her program operations
are prepared for Bureau of the Budget and Treasury
Departnent, anong others. The anobunt of such | oan
guarantees will be recorded in the statistical accounts
section of the CGeneral Ledger by a debit to an account
entitl ed, Guaranteed Loans, and credit to a contra account
entitled, Loan Guarantees. Accounting for |osses under

t hese guarantees is discussed under subparagraph 3-60-
40H4, Losses on I nsured Loans.

ACCRUALS FOR I N- HOUSE COSTS

This Section contains nore specific definition of policy and
procedures as related to the methods of accrual of in-house costs.
(See al so Section 3-00-60).

A Personal Services

1.

Gener al
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Payrol |l accruals will reflect a percentage of the total
payroll cost for the last full pay period in the fiscal
mont h i ncl udi ng governnment contributions. The DHEWcentra
payroll system provides a |abor cost summary which
reflects payroll cost at the commopn accounting nunber

| evel and al so provides a magnetic tape of the cost
summary data in tape record format prescribed by the
“Urbrel la” systemfor automatic entry into autonated
subsystens. The utilization of a percentage factor based
upon the nunmber of workdays to be accrued in relation to a
normal pay period of 10 workdays, (which may not al ways be
the same days for all agencies) allows for an automatic
conmput ati on of payroll costs. VWhile mnor distortions may
result fromthe utilization of this method, the advantage
of automatic computation far outweighs this mnor

di sadvant age.

2 Opotional Met hods of Conputation

There are several nmethods which can be used by the centra
payroll operation to conpute the payroll residual estimate
for the days between the end of the payroll period and the
month’s end so as to acconmobdate work patterns peculiar to
t he agencies or parts of agencies. Specific patterns for
CAN nunbers will be based on data provided by the
agencies. Two nethods are:

a. Mont h-end estimates of residuals are based on the
nearest representative prior biweekly payroll period
at a conputed standard percentage rate for each day,
at the end of the nonth which is to be estimated.

The gross percentage used in conputing the estimate
is applied to the nearest prior week’s cost
distribution to allocate the estimte to the cost
accounts. Care nust be taken to assure that the | ast
bi weekly payroll itself is recorded.

b. Where standard unit |abor costs are known and out put
is easily estimted, a standard cost can be
determ ned, the aggregate of which can be worked into
a conplete payroll estimate for the period between
the | ast day of the last full pay period and the end
of the nonth.
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C. Both of the nethods descri bed above operate on the
assunption that tinme charged to progranms during the
period for which accrual is being made is the same as
that in the prior full pay period and that the sane
proportion of |eave was taken. The nethod in
par agraph (b) above contains factors for
consi deration of overtine and personnel |evels and
assunes the achi evenent of standard unit output. The
t echni ques provi de reasonably accurate nethods for
recording the accrued expenditures but may result in
m nor distortions. Special efforts are required at
year-end to record actual costs in the appropriation
cost and liability accounts. In nost instances, only
a special labor distribution for the period between
the last full pay period and Septenber 30, wll

suffice.
3. Accrued Annual Leave
Changes in the value of accrued annual |eave will be

recorded at a mninmum at the end of each fiscal year in

t he expense accounts (unfunded) at the comron accounting
number | evel. \Were funded accounts are involved, nonthly
adjustnents will be established for the changes in val ue.
Leave costs are conputed by the Payroll Unbrella
Accounting System and automatically provided to each
agency. Except when specifically authorized by | aw,
accrued annual |eave earned is considered to be unfunded
and the | eave (although included in applied costs) is not
recorded as an accrued expenditure until the |leave is

t aken.
B. Fringe Benefits
Met hods descri bed in paragraph A above will be used for

establ i shing percentage type fringe benefits. Factors nust be
determned as in “A” above for health benefit and life insurance
accrual s where the costs based on a full day period and
proration cannot be used because of enpl oyees who work for only
a part of the period. At Septenber 30, the amount will be
determ ned accurately. Lunp sum | eave paynents due enpl oyees
separated at month-end will be determined and credited to
accrued payroll (funded). These would be excluded fromthe
unfunded accrued | eave account.
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Al | owance and Awar ds

Speci al al | owances such as tools and clothing will be recorded
in the month they becone payable to the enpl oyee. Actual costs
will be recorded at Septenmber 30. Awards will be recorded as

expenses when they are administratively approved for paynent
t hrough the payroll process regardl ess of the date of actua
award presentation.

D. Materials, Supplies, and M nor Equi pnent

1. Gener al

Costs of materials, supplies and m nor equi pnent received
for which paynment has not been nmade will be recorded in
the nonth of receipt using receiving reports based on

i nvoi ce prices or on purchase order prices. Mjor

equi prent, buildings, land, etc., which are normally

acqui red by contract are treated in paragraph 3-60-40G
Direct charge materials or equipnment will be costed to
expense accounts. Ceneral use items will be charged to

i nventory accounts and the cost transferred to appropriate
expense accounts when issued from stock.

Met hod of Operation

Only receiving reports in excess of $1,000 need be handl ed

as accrual itens except at Septenber 30 when all itens
will be recorded. Materials in transit where title has
passed to the Governnent should also be included. It is

recogni zabl e that materials and supplies that are
delivered during the | ast few days of nonths other than
Sept ember cannot be received, inspected, docunented and
recorded prior to the nonthly cutoff date. Arrangenents
will be made for pronpt preparation and transmttal of
receiving reports to the accounting office. [If feasible,
arrangenents should be nade with the receiving departnent
to provide informal notification of the receipt of |arge
value itenms when it is inprobable that the receiving
report will be processed prior to the nonth-end. Large
val ue shi pnents that have not been accepted because of

m nor defects will be recorded unless the itemis to be
returned to the vendor. \Where there is a reasonable basis
to assune that defective material will be paid for at |ess
than the established price, the entry nmay be nade at an
appropriately reduced cost.
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E. Travel
Travel costs will be recorded as expenditures through the use of
either the foll ow ng nethods:
1. Record only the anpbunt of the submitted travel vouchers at
t he nmont h- end. In addition, cost of all travel

acconpl i shed before July 1 but not vouchered is accounted
for at the year’s end.

2. Travel requests are recorded as an expenditure when
obl i gated based on the estimated cost of the trip,
provided travel starts in the nonth of obligation.
Expenditures are adjusted to actual when the voucher is
paid. At the year’s end, the recorded obligations and
costs are reduced by (1) the anpunt of the per diem
applying to the next fiscal year, and (2) the
transportation purchased in the next fiscal year. This
method is preferred. Blanket travel orders will be
recorded nonthly on the basis of estinmates of travel to
begin or be perfornmed in the current nonth.

3. Exceptions to nethod 2 above are the large itens of cost
connected with change of station travel such as rea
estate comm ssions, per diemat the destination, and
associ ated costs if these costs cannot be closely
estimted on the travel order. These itens will then be
recorded as costs, or the estimte adjusted to actual
costs, upon receipt of evidence of liability of the
Gover nment .

F. Transportati on of Things

Costs as evidenced by copies of Governnent Bills of Lading
issued to carriers will be recorded in the nonth in which the
@GBL is issued, in the sane anpbunt and concurrent with the
obligation. Unless the anbunts are significant, it is not
necessary to nmake nonthly estimtes for transportation costs not
covered by GBL's. At Septenber 30, all costs including those
covered by GBL's will be recorded based on billings received,
evi dence of household goods in transit (fromtravel

aut hori zations), and other reliable notices that transportation
has been started or has been acconpli shed.
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G

Utility Services

Estimates for utility services, if substantial, (i.e., gas,
electricity, water, telephone) should be based on previous
billings. |If usage fluctuates significantly, meter readi ngs or
esti mtes of usage shoul d be obtained and priced in accordance
with applicable schedul es of charges. In addition, the
estimted cost for the days between the billing date and the end
of the nmonth will be recorded. In those cases where the anount
of liability for the portion of the nonth between the end of the
normal billing period and the end of the nmonth is immuaterial,
the nonthly billing periods will be equated with the accrued
expendi tures for the cal endar nonth in which the billing period
ends and no accrual need be made.

Leases and Rents

The nonthly liability for and cost of |eases and rents will be
recorded in the nmonth in which the property was used. For fixed
price agreenents the anount accrued will be the actual nonthly
cost. Rentals based on usage (i.e., reproduction equi pnment, GSA
vehicles) are generally based on previous billings unless there
are substantial known fluctuations. Wen significant
fluctuations do occur, neter readings or estinmates of usage
shoul d be obtai ned and priced according to the schedul e of
charges. Rentals of EDP equi pnent resulting fromusage in
excess of base periods should be conputed based on a system of
conput er usage reports.

Depr eci ati on

Depreciation costs will be accrued at | east nonthly by common
account number. Undue precision and detail shall be avoided in
the determ nati on and recordi ng of depreciation costs. The
detail ed net hods of recording depreciation of equipnment and real
property are outlined in Chapter 1-30 of the DHEW Accounting
Manual .

M nor ltens

M nor itenms of a petty cash nature may be recorded as

expendi tures when paynent or final settlenent is made regardl ess
of the specific period of actual use. Record estimte of
intransit itenms in COctober and let it stand until Septenber 30
of the sane fiscal year. Then adjust it to actual.
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3-60-60

ACCRUALS FOR REVENUE

A. Accruals for Revenues from Rents and Sal es

1.

Gener al

Revenue w Il be recorded in the nmonth in which it is
earned. For practicality, unrecorded accounts receivable
estimated to aggregate | ess than $1,000 for a revenue
source need not be recorded at nonth’'s end other than at
Sept enber 30. Individual small anmounts need not be

esti mted separately, but when the source of revenue is
significant, the total should be estimted nonthly.
Accrued revenues will be recorded for both M scel |l aneous
Treasury Recei pts and rei mbursenents to appropriations or
revol ving or other funds including working capital and
managenent funds.

Rent al s

When incone producing property (real and personal) is
managed by anot her Federal agency, it is necessary for the
parent organization to duplicate sone records and controls
mai nt ai ned by the managi ng agency. Estimates of the
proceeds shoul d be recorded nonthly based upon previous
anounts transferred. Upon receipt of the transfer, the
revenue account should be adjusted to actual and the

recei vabl e adjusted. Any significant difference should be
investigated in order that estimtes for succeedi ng nonths
may be as accurate as i s reasonable.

Sal e of Commpbdities and Services

Revenues for comodities and services furnished to another
Federal organization or to firms or individuals outside
the Governnent, which by law may be credited directly to
appropriations or funds, should be recorded nmonthly. The
entry shoul d be based on the costs accunul ated for the
applicable custoner work order or billing schedul es and
should conply with the full cost requirenents of user
charge procedures and BoB Circul ar A-25 where applicable.
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4.

Met hod of Operation

Esti mat es, based on statistical studies or historical
data, should be nade of revenue accruing to agencies for
the sale of materials or services to outsiders, when
actual sales instrunents are not available. Selling
prices to be used will be established based on full cost
recovery. Entries of a summary nature will be nade to
cover the period between the |last recorded sal es and the
end of the fiscal period or to cover unbilled portions of
services, materials and related costs which will result in
sales. Contra debits should be summarized to accounts
receivable or to an appropriate accrued asset account for
unbill ed work in process. The cost of sales are assumed
to be accrued in the process of normal expenditure
accruals. \Were inventory itens are sold and costs of
sales are to be separately identified, entries charging
cost of sales and crediting asset or expense accounts nust
be made. Sales nust be entered gross rather than net of
cost, as cost of sales, as nentioned above, are recorded
as accrued expenditures.

B. I nterest | ncone

1.

Revol vi ng Loan Funds

Interest inconme earned by revolving | oan funds will be
accrued nonthly. A revieww ||l also be nade before fina
closing of the accounts for the fiscal year to see that

all interest earned but uncollected at the year-end on

| oans, investnents and advances is set up in the revol ving
funds as Accrued Interest Receivable and credited to
Interest Inconme. The accrual should be recorded by

bl anket entry wi thout identification to individua
borrowers’ accounts. \Were the volume of interest-earning
assets is too small to necessitate or justify the use of
sanpling nethods in conputing those accruals, individua
cal cul ati ons should be nade, in which case, specific
accrual s for each | oan nay be nmade.

Social Security Trust Funds

a. In the Social Security Trust funds, the interest
earned but uncollected on investnments will be
conmput ed and recorded nmonthly by the Treasury
Departnent as a credit to Interest Incone. The
val uation of investnents purchased above or bel ow par
will be adjusted nonthly or as of the year-end to
reflect the anortization of such prem uns or dis-
counts, by appropriate charge or credit to Trust fund
i ncone. (See paragraphs 3-60-100G and 3-60-60D)
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b. Wher e anmobunts have been advanced by one SSA trust
fund for the benefit of another, accruals for the
related interest receivable by the fornmer and payable
by the latter fund will be conputed by SSA and
recorded in the respective funds accounts by Treasury
Departnent. |In the case of the owing fund, the debit
for the accruals will be to Interest |Inconme rather
than to Interest Expense since the interest due the
lending fund is really a transfer of the interest
earned by the borrower on the amounts, during the
peri od of the advance.

3. Appropriated Funds - Direct Loans

Interest earned on direct | oans nade from appropri ated
funds (other than | oans transferred to revol ving funds)
are payable to M scell aneous Treasury Recei pts when

coll ected. The accounting for the principal of these

| oans is discussed in paragraph 3-60-40L. Interest on

t hese direct |oans earned but not due and due but not
collected will be accrued in the accounts. Bl anket
entries or individual entries for each loan will be made
by debits to accrued Interest Receivable - Non-Federa
Agenci es (M scel |l aneous Treasury Receipts) - and credits
to incone accounts. The anmounts of the accruals can be
conmputed fromthe detail ed records nmintained by program
offices. Were the nunmber of | oans outstandi ng and
currently earning interest is sufficiently great,
statistical sanpling techniques will be used for conputing
t he accrual s.

1. Appropriated Funds - Capital Contributions to Loan
Pr ogr ans
a. Interest inconme is al so earned by DHEW agenci es on

their capital contributions to student |oan funds

adm ni stered by educational institutions. These
earnings arise fromthe Governnent’s having an equity
in late charges and in the interest payable to the

| oan funds by student borrowers when their |oans
reach repaynment status. Such interest collections,
however, are retained by the institutions in the | oan
funds and the Governnent’s share serves to increase
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the Governnent’s investnent in the funds. The
Governnent’s equity in interest and ot her charges
collected fromstudents will be recorded fromthe
reports of the institutions. Anmounts will be debited
to Investnents and credited to Interest or O her

I ncome (non-fund).

b. Bl anket accrual entries will also be nade
periodically for the Governnent’'s equity in any
i nterest earned on student | oans, but uncoll ected.
In order to retain the identity of the amount of the
Governnent’s equity in the balance of the [ oan funds
as reported by the institutions, the debit for the
accrued interest equity should be to separate sub-
account of the investnent asset account; the credit
would be to Interest Inconme (non-fund). \Were data
reported by the institutions are not in sufficient
detail to permt precise calculation of interest
accrued on student |oans, the determn nation of the
anount to accrue for the Governnment’s equity nust be
based on the application of infornmed judgnment to such
data as are avail able, including experience of prior
years. |In sone instances it may be found feasible to
enpl oy statistical sanpling and develop totals by
extrapol ati on.

C. | nsurance Prem uns

Si ngl e- paynent insurance prem uns are collected from student
borrowers by | endi ng banks under the federal student |oan

i nsurance program These prem uns are due the Student Loan

I nsurance fund and are either remtted by the banks to the Fund
or applied as off-sets against paynents to | enders for the
Governnent’s liability for the interest subsidy on the | oans.

In the latter case, the fund will be rei nbursed for the off-set
by the appropriations financing the interest subsidy. The

i nsurance prem uns are earned by the Student Loan |nsurance Fund
at the tinme the | oans are made and the Fund assunes the

i nsurance risk. Any such prem uns earned but not collected by
the Fund either from banks or fromthe appropriations, wll be
set up fromthe programoffice records of guaranteed | oans nade,
on a bl anket or individual basis by a debit to Accounts

Recei vabl e Non- Federal Agencies and a credit to |Insurance
Prem um | ncone.
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D. Unearned | ncone and Gther Deferred Credits

1.

It is assunmed that the credit entries in these accounts
are up-to-date as of nonth-end because of the character of
these types of transaction e.g.;

a. di scounts on investnents purchased (at the tine of
pur chase);

b. premiumin participation certificates sold (at tine
of sale);

C. unr edeemed conmi ssary coupons (at tinme of sale); and
d. all other.

Accounts “a”, “b”, and “d” may be analyzed at nonth-end to
determ ne the bal ance unanortized at the end of the month.
The nonthly anortization anbunts for these itens, however,
can al so be determ ned wi thout nonth-end anal ysis by
spreading at the tine of the transaction, either manually
on worksheets or by EDP, the anpunts to be anortized each
nmonth over the “life” of the credit.

The account for unredeemed comm ssary coupons will be
charged with an amount equal to the experience factor of
comm ssary coupons sold that nonth that will never be
redeened due to | oss of coupons, etc. It is assuned that
redeened coupons wi Il have been charged to the account in
lieu of cash debits each day up to the end of the nonth.
The factor which reflects the coupons that will not be
redeened, should be determ ned periodically, on the basis
of a statistical study of a sanpling of coupons turned in.

E. O her Social Security Trust Funds | ncone

Sources of Social Security Adm nistration Trust Funds | ncone,
other than interest, are:

FI CA taxes (net of refunds)

Deposits by States

I nsurance contributions from participants
Appropriations from General Funds of the Treasury
Rai |l road Retirenent System
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Each of these categories should be reviewed and esti mates nade
for amounts earned but uncol l ected as well as anounts
col | ected but unearned as of the nonth-end. For earned anbunts,
entries will be nmade in the various Trust Funds accounts
debiti ng Accounts Receivable and crediting Trust Fund incone
accounts for the nonth-end accruals. Collected but unearned
anmounts will be treated as unearned incone. Accruals of tax
revenues and state deposits will not be made until the decision
has been made by the Bureau of the Budget to record such
revenues for the Governnment generally on an accrual basis.
Where there are accruals of inconme due the Trust funds from
Federal appropriations, contra (reciprocal) Accrued Liabilities
will be set up in the appropriation accounts financing this

i ncome, as prescribed by paragraph 3-60-40C.

3-60-70 SURVEYS OF GRANTEE EXPENDI TURES
A. Gener al

1. It will be necessary fromtinme to time for DHEW agenci es
to request selected grantees or contractors to provide
information relative to ratios of unpaid liabilities to
average nonthly cash paynments, nonthly expenditure
patterns (for characteristic cost curves) or other
expendi ture data. These statistics will be required in
order to maintain the validity of nmethods of estimating
accrual s which are used as substitutes for the direct
reporting by all grantees which was contenpl ated by BoB
Bul l etin 68-10.

2. Pil ot surveys have been nmde of colleges and universities
and State organi zations. These surveys were enployed to
determne the feasibility of establishing fornulas or
other statistical devices for converting grantee cash
expendi tures to accrued expenditures. For sone prograns,
the surveys have been productive of information which
appears to be valid. 1In others the results are as yet
i nconclusive. In any event, data developed will require
peri odic revalidation.

3. The survey net hodol ogy devel ops data not only fromthe
prime grantees, but also from subgrantees where such are
involved. In both cases sanpling is used to obtain the
data, although the nethod used for prine grantees is |ess
sophi sticated than that for the sub-grantees (because of
t he nmagni tude of subgrantee operations).
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4.

Survey data are to be used at the agency |level to devel op
formul as which, when applied each nonth to known or

esti mted measures of activity such as grantee cash
paynments, will produce estinmates of grantee accrued
expendi t ures. In sone cases, where characteristic curves
based on accrual concepts are enployed, the nonthly

i ncrement, fromtables of nonthly curve percentages, wl|
be applied to develop the portion of the grant award which
is estimated to be expended nmonthly in the grant period.

Al t hough the first surveys were conducted by the O fice of
t he Assistant Secretary, Conptroller, as a part of the
devel opnment program for accrual accounting for DHEW it is
antici pated that subsequent surveys will be conducted by
the individual agencies having the preponderant interest
in the type of grant to be surveyed. It is necessary
however to establish a uniformty of nethod,

st andardi zation of the reporting forns and coordi nati on of
surveys so as to keep the inpact on the grantees and sub-
grantees to a m ni num Because of this, the nethods
referred to in this section and the related fornms and
instructions in the exhibits to this chapter will be

enpl oyed. Mdifications will be referred for approval to
t he Deputy Assistant Secretary, Finance, so as to retain
the desired uniformty. The survey fornms and instructions
wi |l be approved by the Bureau of the Budget under the
Federal Reports Act and will be the only forns and
instructions authorized for collecting this information.
They will be incorporated in this instruction when
approved. Plans for surveys must be cleared in advance
with the Deputy Assistant Secretary, Finance, as to scope,
timng and sanmpl e sel ection.

B. Col | ege and University Surveys

1.

G antee unpaid liabilities

a. The nonthly accrual s of expenditures by grantees
called for by paragraph 3-60-40B require, in nost
i nstances, the use of fornulas in which grantee
unpaid liabilities are expressed as a percentage of
ei ther the average nonthly grant anmount or the
average nonthly grantee disbursements for a given
type of grant.
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b. As stated in paragraph 3-60-70A above, these
percent ages are devel oped and will be periodically
val i dated by surveys of the experience of selected
grantees. For purposes of these fornmulas and rel ated
surveys, grants to colleges and universities wll be
grouped by the follow ng principal types:

(1) Research and/or devel opnment

(2) Training

(3) Fellowships

(4) Oher grants, exclusive of construction grants
(identify)

C. Exhi bit 3-60-6 provides the forms and instructions to
be used in surveying college and university
expendi tures for the establishnent or revalidation of
rati os of unpaid grantee liabilities to average
mont hly grant anobunts and to average nonthly grantee
di sbursenments. The survey instructions require that
grantees report the desired data for only a sanple of
their DHEWgrants using the statistical sampling
met hods prescribed in the instructions for their
sel ection. The key data to be reported for each
grant selected are the nunber of nonths of the grant
term the anmobunt of the grant, the current unpaid
liabilities (as defined in the instructions) and the
curmul ative cash di sbursenents. In conpiling the
responses, agencies will conpute from summati ons of
responses by type of grant, the average ampbunt of
awar ds surveyed per grant per nonth of life, the
average amount of unpaid liabilities per grant and
the average nonthly cash di sbursenents per grant.
From t hese data, the percentages of unpaid
liabilities to average nonthly grant anmounts and

average cash di sbursenments will be conputed.
2. Characteristic cost curves
a. The operational characteristics of some grants

adm ni stered by col |l eges and universities nmay be such
that it is sinpler or nore satisfactory to use sone
estimating accrual nethods other than those requiring
the fornmula for the determ nation of grantee unpaid
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liabilities. Such grant programs will therefore not
be included in unpaid liabilities surveys. These
excluded grants will be covered by the characteristic

cost curve surveys referred to in paragraph 2, or
construction prograns referred to in paragraph 3
bel ow.

b. Exhi bit 3-60-7 provides the forms and instructions to
be used in obtaining data from col |l eges and
universities in the devel opnent of characteristic
cost curves for these progranms. G antees are
requested in this survey, as in the case of the
unpaid liabilities survey, to report only on randomy
sel ected grants. The principal data to be reported
are distributions of accrued expenditures under each
grant by nonths over a period of a year and the
amounts of the awards. Summation of the reported
data by types of grants, and conputation of ratios of
the expenditures for each nonth to the total awards,
provide the basis for a characteristic cost curve for
the type of grant surveyed.

3. Construction grants

As provided in paragraph 3-60-40d, accrued expenditures
for construction grants to colleges and universities wll
be based on engi neers’ progress reports. At a |later date
it my be found feasible to devel op characteristic cost

curves for principal types of construction. In such case,
surveys will be prescribed for establishing such cost
curves.
C. State Agency Surveys
1. Grantee unpaid liabilities
a. Surveys of grant expenditures by State agencies are

required periodically to establish or revalidate
formulas used in estimating unpaid liabilities of the
agencies in the nonthly recording of their accrued
expenditures. As in the case of colleges and

uni versities, these fornulas are generally expressed
in ternms of percentages of either the average nonthly
grant anmount or the average nonthly grantee cash

di sbursenents for each of the principal types of
grants. For purposes of these formulas and the

rel ated surveys, grants to State agencies wll be
grouped by the follow ng principal types:
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(1) Public assistance

(2) Medical assistance

(3) Vocational Rehabilitation services

(4) Maternal and child health and wel fare services

(5) Conprehensive health planning and services

(6) Elementary and secondary education

(7) Vocational education

(8) Manpower devel opnent and training activities

(9) Research and/or devel opnment

(10) Training (other than Manpower and Trai ni ng Act
of 1962)

(11) Fell owshi ps

(12) O her services (identify)

(13) O her, excluding construction (identify)

b. The operational characteristics of sonme grants to
St ate agenci es are not susceptible of or do not
require the use of an unpaid liability factor in
conmputi ng estimted accrued expenditures and hence
are not to be included in surveys of unpaid
liabilities. These excluded grants will be covered
by the characteristic cost curve surveys referred to
in paragraph 2 or construction prograns referred to
i n paragraph 3 bel ow.

C. Exhi bit 3-60-8 provides the forms and instructions to
be used in surveying State agencies for the
establ i shnment of revalidation of unpaid liability
formula ratios. Formula grants covering |arge
continuing progranms such as Medicaid Aid to
Educational |y Deprived Children will usually require
grantees to obtain substantial ambunts of data froma
statistical sanpling of sub-grantees. Supplenmentary
forms and instructions are provided in the attached
exhibits for this purpose. These instructions
i ncl ude techni ques for selecting sub-grantees and
extrapol ating the sanple data to the state-w de
uni verse. Data to be reported to DHEW by t he
grantees are the sane as those called for in the
unpaid liability surveys of coll eged4s and
uni versities. However, because of the sub-grantee
factor in State surveys, States are required to (1)
include in their reported liabilities, the
liabilities of their sub-grantees, and anmounts spent
by sub-grantees fromtheir own funds, (2) deduct
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fromthe State agency liabilities the anmounts of
unexpended grant funds in the hands of the sub-
grantees, and (3) add to their liabilities the
unr ei mbursed di sbursenents of sub-grantees.

1. Characteristic cost curves

a.

In sone prograns where funds are expended through

| ocal educational agencies or other sub-grantees,
States sonetimes adopt the practice of requiring the
sub-grantees to finance program expenditure from
their own funds during the entire fiscal year and
then to seek reinbursenent fromgrant funds held by
the State early in the followng fiscal year. This
practice has been followed for exanmple, by sone
States in the adm nistration of grants under the

Sm t h- Hughes and Geor ge- Barden (Vocati onal Educati on)
Acts. In these cases it is inpossible to devel op
mont hly grantee accrued expenditures by application
of factors to current grantee di sbursenents since
these occur only once a year and after the year in
whi ch the expenditures were incurred is closed. It

i s necessary under these circunstances to devel op and
apply characteristic cost curves for accruing

esti mated grantee expenditures.

Survey forns and related instructions for obtaining
from State agencies the data necessary for devel opi ng
or revalidating cost curves for such grants appear
under Exhibit 3-60-9. 1In this type of survey,
grantees are requested to obtain froma statistica
sanpl e of sub-grantees the latters’ nonth-by-nonth
accrued expenditures chargeable to the grants over
the life of the grant whether or not reinbursed as
yet by the grantee. The sunmmation of all these
reports and conputation of conmposite ratios of the
expendi tures for each nmonth to the total of these
grants provide the basis for a characteristic cost
curve for the type of grant surveyed.
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3. Construction

As provided in paragraph 3-60-40D, accrued expenditures
for construction grants to States will be based on

engi neers’ progress reports. At a later date it may be
found feasible to devel op characteristic cost curves to
princi pal types of construction. |In such case surveys
wi Il be prescribed for establishing such cost curves.

3-60-80 REPORTI NG OF ACCRUALS

A

Gener al

Chapter 1-10 expl ains the reasons for enploying accrued

expendi tures in DHEW accounting. The foregoing portions of
Chapt er 3-60 descri be methods which can be used in determ ning
accrual val ues and anounts. In sone specific areas, nention has
been made of account titles and accounting entries which should
be used in recording the accruals thus computed. These
references have been placed in the text material primarily for
expl anatory purposes and to illustrate nore conpletely the

ci rcunmstances surrounding the specific subject matter. This
part of the guide will not conpletely describe the recordation
process but it will, in addition to sone explanatory materi al,

i ndi cate references in the Accounti ng Manual and ot her docunents
which illustrate the processing and reporting of the product of
the accrual conputation. The discussion will be general and not
specifically ainmed at any one type of accrual or area of

oper ati on.

Transaction Codes

Accounti ng Manual Chapter 4-40, Transaction Codes, in its

Exhi bit 4-40-3, describes various transaction codes. The
descriptive information acconpanyi ng the transacti on codes anply
illustrates the nodel transactions including identification of
the general | edger accounts (asset, liability, equity, expense
and i ncone accounts) which are affected. Also identified are
the related portions of the Internal Machi ne Nunmber (I M\) and
the Object Class (OC) codes. The only itemnot identified are
specific cost centers. These will be determi ned fromthe agency
Common Accounting Nunmber (CAN) code book.



HHS Chapter 3-60 Page 61
Departnental Accounting Manua
HHS Transm ttal 69.7 (4/18/69)

C.

The Recordi ng Process

Accounting Manual Chapter 3-00, System Requirenents and
Operation, in Section 3-00-60 describes the recordation of
accounts payabl e and other accruals. Also Sections 3-60-40, 50,
and 60 above describe accounting entries as specifically applied
to certain types of accruals. The accrual process conforns, as
to the determ nation of anpunt, to the nethods described in
Chapter 3-60. Chapter 3-00 al so describes the nmechanica

met hods of the accounting process such as cost distribution and
internal controls.

| nternal Reports

The objectives and standards of internal reporting are provided
in Chapter 5-10 of the DHEW accounting manual. The enphasis in
internal reporting is on accrued costs. Costs on nonthly
operating statements should be related to budgets of standard or
variable types or the data should be related to performance
figures both qualitative and quantitative and supported by
narrative comment containi ng anal yses of variances. The

i nportant factors are that (1) the manager can do sonet hing
constructive as a result of the cost information, (2) the val ue
of the corrective action exceeds the costs of collecting the
data, (3) the information is clearly presented and valid, and
(4) there is related information agai nst which the costs or
expendi tures can be neasured.

Ext ernal Reports

There are two external reports which, in conpliance with BoB
Circular A-34, are provided for the Bureau of the Budget and
whi ch contain information relative to accrued expenditures and
accrued costs. There are:

SF- 133 Report on Budget Status-Obligation Basis

Together with its reconciliation of applied
costs to accrued expenditures.

SF- 143 Report on Budget Status-Accrual Basis

In addition, there are two reports which, in conpliance with
Treasury Transmittal Letter No. 18, dated June 20, 1968, are
provided for the Treasury. These reports, which are
reconciliations of net accrued expenditures to the net

di sbursenments and accrued receipts to M scel |l aneous Treasury
Recei pts are:
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BA- 6727 Report of Sel ected Bal ances for Stating Budget
Results on the Accrual Basis, Appropriation and
Fund Accounts

BA- 6728 Report of Sel ected Bal ances for Stating Budget
Results on the Accrual Basis, Ceneral, Special
and Trust fund Recei pt Accounts.

A brief description of each of these reports and their
relationship to accruals follows:

F. Bureau of the Budget Reports
1. SE-133- Report on Budget Status - Obligation Basis
a. This report is a nonthly report for each
appropriation account. It is divided into three

sections, (1) the anpbunts available, (2) the status
of the ambunts available, and (3) the rel ati ons of
obligations to net disbursements. It also contains
information relative to current and unexpired
accounts as well as the consolidated ambunts for the
appropriation title. The information is shown on a
cumul ati ve basis.

b. The inportant aspect of this report as related to
accruals is contained in the second section, the
status of amounts avail abl e. Li ne 7, Accrued
Expenditures, includes liabilities incurred for goods
and services received and other assets acquired and
performance accepted and other liabilities incurred
not invol ving the furnishing of goods and servi ces.
These liabilities include provisions for constructive
recei pt as defined in paragraph 1-10-30F. In those
cases where the precise anmobunt of accrued liabilities
is not known, best estinates are used. The anpunt
reported al so i ncludes adjustnments of accrued
expendi tures previously reported.

C. Line 8, Undelivered Orders CQutstanding, reconciles
the accrued expenditures to Obligations Incurred,
Line 9. The conponents of this item are:

(1) Changes in advances outstanding (+ or -).
(2) Changes in unpaid undelivered orders (+ or -).
(3) Adjustnents and transfers (+ or -).
(a) recoveries of prior obligations.
(b) unpaid obligations for which goods and
services were not received; transferred to
or fromthe account.
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d. The SF-133 is supported by a schedule entitled Report
on Applied Costs and Accrued Expenditures. This
report, which is required on a quarterly basis, my
be tailor-nade to fit the agency’'s requirenents. It
contains two parts:

(1) Activity classifications (budget line itenms in
the required detail to conformto the | atest
budget docunents in terns of applied or accrued
costs (or in nore detail as required).

(2) Changes in selected asset and liability accounts
such as inventories, deferred charges, accrued
annual |eave, transfers of property in or out
wi t hout charge, and adjustnments to prior years’
costs or expenditures.

e. Thus, the two reports conbine to trace financi al
transactions from accrued costs to di sbursenents
t hrough accrued expenditures and obli gati ons.

2. SE-141 - Report on Budget Status-Accrual Basis
a. This report is to be submtted to the Bureau of the
Budget on a quarterly basis for certain revol ving
funds subject to annual linmtations by Congress and

for funds not apportioned. The report is subnmtted
for each revolving fund which the agency naintains.
The report includes two sections, (1) anounts
avai l able and (2) the disposition of anobunts

avail able. The figures are on a cunul ative basis and
are conpared with the data in its Colum 1 taken from
the | atest SF-142, Apportionnment and Reapporti onnment,
Accrual Basis. The data on lines 7 and 8 in the
report’s Colum 2 reflect accrued expenditures to
date, broken down by quarters, so as to be conparable
with the budget apportionnment. They al so show the
total anmpunts still avail able which have not yet been
appli ed.
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A Treasury Reports

1. BA- 6727 - Report of Selected Bal ances for Stating Budget
Results on the Accrual Basis, Appropriation and
Fund Accounts

a. This report provides a nmonthly link or bridge between
“Net Cash Di sbursenents” and “Net Accrued
Expenditures”. The bridge accounts include
applicabl e accounts receivabl e, advances and
prepaynments on grants, contracts and simlar itens,
accounts payabl e i ncluding other funded accrued
liabilities, and applicabl e unearned revenues. The
totals of these accounts are conbined with certain
budget ary accounts representing the agency’s equity
as a net result of the conbination of accrued
expendi tures and accrued revenues and ot her
rei mbursenents creditable to appropriations and
funds. This anpunt is proved by relating it to an
anal ysis of the account for undelivered orders as
reduced by an analysis of the account for anticipated
rei mbur sements.

b. The report is to be submtted at the appropriation or
fund title level (without fiscal year designation for
annual or no-year accounts). In addition to

providing data for integrating accrued revenues and
expenditures into the Treasury’'s central accounting
and financial reporting system the report also

provi des data on the integration of these accounts
into the agency’s accounting system The Treasury
instructions state that the reports nust be conpl eted
for all lines even though the accrual inplenentation
is not yet conplete. Lines are to contain:

gure balance, if the accrual system has been

(1) Afi
fully inplenented.

f
ul
(2) A “zero” balance, so witten, if appropriate.

(3) A“p” if the systemis partially inplenented and
sone figures are avail abl e.

(4) The letters “NR’ connoting “no readi ness” if
i npl enment ati on has not progressed to the point
of proving any figures, and

(5 The letters “NA” nmeaning “Not applicable” if the
account is not gernmane to the agency.
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C. The report is based on the constructive receipt
concept but data should be accurate and supported by
the agency’ s accounting system Estimating to the
degree authorized in Chapter 1-10 and 3-60 will be
permtted. The data nust be coordinated (through one
of the lines in the budgetary accounts, *Fund Bal ance
with the Treasury”) with the cost basis data reported
on SF-1220 and SF-224 and simlar reports which wll
continue to be received.

2. BA-6728 - Report of Sel ected Bal ances for Stating
Budget Results on the Accrual Basis,
CGeneral, Special and Trust Fund Recei pt
Accounts

This nmonthly report relates to receipts, other than
rei mbursenents to appropriations and revol ving funds,
and is generally to be: (1) at the aggregate | evel
for each major class of general fund receipt
accounts, (2) a single report for all special fund
recei pt accounts conbined, and (3) a single report
for all trust fund receipt accounts conbi ned. Report
BA-6728 is simlar in nost respects to BA-6727 as to
met hod of preparati on and subm ssion. The bridge on
this report however is limted to applicable accounts
recei vabl e and accounts payable (for refunds
payable). The link to the Treasury reports is the

[ ine “Revenue Coll ected” which includes |oan
repaynents and ot her non-revenue receipts. Accruals
are established through the accounts “Uncol |l ected
Revenue” and “Revenue Accrued”. Bal ance sheet
accounts including equity accounts are thereby tied
into the central books of the Treasury.

3-60-90 M SCELLANEQOUS
A. Docunent ati on of Accruals
1. Witten Evidence

Witten evidence or records of conputations and

expl anati ons supporting estimates will be retained for use
in maki ng the necessary analysis and eval uati ons of
variances. Adequate docunentation also is needed for
audit purposes. Unless witten docunentation or records
are retained, it is often difficult and tine consumng if
not inpossible to reconstruct the estimates.
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2. Ret enti on of Docunents

Retention of the worksheets or ADP produced data prepared
to conpute the estimates will usually constitute adequate
docunent ati on.

B. Conmmon Unaccept abl e Accrual Practices

Accrual practices that have been criticized by auditors in the
past include the foll ow ng:

1. Failing to include unpaid invoices.

2. Duplicating liabilities and costs by including in the
estimates amounts wi thheld from grantees/contractors.

3. Recording liabilities and costs based on receiving reports
wi t hout maki ng a deduction for progress paynents that were
previously recorded as costs.

4. Failing to include all applicable grants and contracts in
the estimate. (A check list or the listing used for
determ ni ng vari ances between the estimted and the actual
costs may be used to correct this practice).

5. Failing to use the nost current information avail abl e.
(Periodic reviews should be made of purchase order and
grant and contract data).

6. Basi ng esti mates on previous invoices w thout considering
the type of costs billed, the period covered, the cost
trend, and the status of project work.

7. I ncluding contingent liabilities in the estinmates of cost.

8. Failing to transmt pronptly receiving reports and
inventory issue tickets to the proper Financial Managenent
or gani zat i on.

C. | nt er-agency and | nter-departnment accruals

Grants and contracts financed by allotnents and allocation from
ot her DHEW agenci es and ot her departnments and agenci es of the
Federal Governnment are to be accounted for and reported to the
parent organi zations on the sane basis as those financed by

di rect appropriations.
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The DHEW agencies allotting or allocating funds to ot her DHEW
agenci es and ot her departnments and agenci es shoul d request such
recei ving organi zations to report their expenditures on a
sim | ar accrual basis so that they may be recorded in the parent
accounts in conformance with the requirenents of accrua
accounti ng.

3-60-100 DEFI NI TI ONS

A

As a convenience, the definitions relating to accrual concepts
appearing in Section 1-10-30 are repeated here.

Accrued Expendi tures

1. Accrued expenditures are the aggregate dollar anmount of
financial transactions occurring during an accounting
period which either (a) require the concurrent or
subsequent di sbursenent of funds or (b) result in the
application of funds previously advanced to others. Such
transactions consist of (a) goods and servi ces whet her
received actually or constructively (1-10-30F), (b)
servi ces perfornmed by enpl oyees, contractors, grantees,
| essors and ot her payees, (c) anmounts beconm ng owed under
progranms for which no current service or performance is
required (such as annuities, insurance clainms, other
benefit paynments and a few types of grants), (d) program
type loans (as distinct fromcurrent advances), and (e)
liquidation of previously unfunded liabilities.
Expenditures accrue wi thout regard to when the paynent
takes place and thus include, for any period, al
di sbursenents made during the period in paynent of goods
and services received as well as any anounts unpaid for
such services at the end of the period.

2. Expressed in accounting terns, accrued expenditures are
t hose transactions which result in reductions in the
Governnent’s equity in net fund assets (other than refunds
of receipts). The credit side of such entries will always
be to fund-type assets such as cash or advances or to
funded liabilities such as accounts payable or accrued
liabilities, the latter being liabilities not yet due and
payable. Wile accrued expenditures are frequently
si mul taneously accrued costs or accrued expenses, they are
not always such and, contrariw se, accrued costs and
expenses are not always accrued expenditures. See
par agraph D below for the definition of accrued costs and
expenses.
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3. In those cases where Congress has permtted liabilities to
accrue w thout being charged to the bal ance of an
appropriation, a fund, or a contract authorization, the
liability is considered “unfunded” and no accrued
expenditure is recorded or reported until the tinme that
the liability becomes funded, although an accrued non-fund
cost would be recorded. The nost comron exanple of such
an accrual is the earning of enployee annual | eave, which,
except in the case of working capital or other revolving
funds, is not funded, i.e., chargeable to an appropriation
or other fund until taken or until payabl e upon
term nati on of enpl oynent.

B. Accrued Revenues

Accrued revenues earned during a given period are a source of
funds and result from (1) services perforned by the Governnent,
(2) goods and other tangi ble property delivered to purchasers or
their agents, including sales of fixed assets, and (3) anounts
becom ng owed to the Governnent for which no current perfornance
by the Governnent is required. Exanples of revenues are charges
for hospital services, fines and forfeitures |evied, interest
accrui ng on |oans, and prem uns earned on Governnent - oper at ed

i nsurance progranms. Revenue fromgifts to the United States

will be recorded on a cash basis. The term*“revenue” is also
used by Treasury Departnent to include collections of program
type loans. In the unbrella system such collections are

classified as receipts.

C. Accrued (applied) Costs or Expenses

1. The neaning of the word “costs” lies in the context of its
use. \When used to describe the use or consunption of
goods or services, the term Applied Costs i s synonymous
with the terns Accrued Costs and Accrued Expenses but not
with Accrued Expenditures. |In Bureau of the Budget
Circular A-11, the following definition is given:

“For operating prograns, costs will represent the
val ue of resources consuned or used.”

2. In this manual, the above definition wll be intended
whenever the ternms Applied or Accrued Costs are used.
When the word costs is used without a nodifying adjective
its nmeaning will have to be determ ned from context.
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For nost operating purposes, costs are synonynous with
current expenses and are the value of goods and services
actual ly used or consumed during the current period.

Exanpl es of accrued costs or expenses are sal aries, taxes,
depreciation, materials issued, and interest charges.
These costs accrue and are recognized in a specific period
even t hough payment for them was nade in a prior period
(Depreciation) or will be made in a future period

(sal aries earned but not paid at the end of the nmonth or
ot her period).

E. Advances and Prepai d Expenses

1.

Advance paynents, including prepaid expenses (costs), are
assets and are, from Treasury’s viewpoint, treated as
cash; they are neither accrued expenditures nor costs.
They devel op into such accruals only as the val ue
represented by the advance is earned by the payee, at
which tinme the advance outstanding or the prepaid expense
is reduced and the accrued expenditures and costs are
recogni zed. |If an advance is neither earned by the payee
nor returned, it beconmes an accrued expenditure and cost
when its uncollectibility is determ ned, at which tine it
shoul d be recognized in the accounts.

Prepai d expenses are rare in Governnent, since generally
the Governnent does not prepay rent and does not carry

i nsurance, the two areas where prepaynents nost frequently
occur in private industry.

The criterion of materiality will generally |ikew se
preclude the treatnent of subscriptions to publications
and reporting services as prepaid expenses. See paragraph
G bel ow for the accounting treatment for deferred charges
where benefits or services have been received by the
Governnent (and hence are not prepaid expenses) but it is
desired to spread the cost over subsequent periods
benefitting fromthe expenditure.
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F. Constructi ve Receipt

1.

Constructive recei pt of goods or other tangible property,
rat her than physical receipt or the passing of |egal
title, is the neasure of the accrual in certain cases.
When a contractor provides goods to the Governnment which
he holds hinself available to sell to others, the accrua
occurs when physical delivery by the contractor and
recei pt by the Governnent takes place or title passes
(that is, when goods are either delivered to the
Governnent or to a carrier acting on behalf of the

Gover nnent) . However, when a contractor manufactures or
fabricates goods or equipment to the Governnent’s

speci fications, constructive receipt occurs in each
accounting period when the contractor earns a portion of
the contract price, and the accrual takes place as the
work is performed. Formal acceptance of the work by the
Governnment is not a test in such case.

The accrual basis, anmong other things neasures what is
owed between the parties, whether or not it is “due and
payabl e”, as soon as it beconmes owed. 1In general, the
Gover nnment does not owe on its obligations unti
performance takes place on the part of the other party; it
does not owe on goods and equi prent of a type sold
general ly until physical delivery has been made. However,
once performance occurs, the governnent owes for special
fabrication even though it has not yet been billed.

G Def erred Charges

1. Def erred charges are expenditures which benefit
future fiscal periods and nust, therefore, be
accounted for as non-cash assets until applied to
costs. They differ from prepai d expenses, paragraph
E above, in that services have been rendered by the
payees in the case of deferred charges while in the
case of prepaid expenses they have not.

2. Def erred charges are accrued expenditures when
incurred, simlar to the acquisition of inventory or
fi xed assets, but do not becone accrued costs unti
anortized. Exanples of deferred charges are
| easehol d i nprovenents, the cost of which is to be
anortized over the life of the |l ease and prem uns on
bonds purchased which are anortized by charges
agai nst interest incone.
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H. Di sbur sements

Di sbursenments are checks issued or cash paid, net of
refunds. Note that disbursenents are not the sane thing
as expenditures. Also, note that disbursenents include
funds used to nake advance paynents.

l. Li abilities not Previously Recorded

Liabilities which are normally funded will be recorded as
accrued expenditures and reported promptly, even if they
cause the recorded obligations to exceed avail abl e funds.
The concept of accrued expenditures nust not be nodified,
nor disclosure prevented by the failure to record
obligations larger in total than the anpbunts of avail able
funds. Necessary corrective and reporting actions will be
t aken whenever such a violation of | aw has occurred (see
chapter 2-10-90). See paragraph K bel ow for unfunded
liabilities.

J. Subgr ant ees and Subcontractors

Where a grantee, a contractor, or even another Government
agency (to which there is an obligation or an advance
paynment) perforns through a subgrantee, subcontractor, or
other party, it is necessary to determne the tim ng of
such performance — generally followi ng the same rules as
if the principal had perforned directly. For instance, in
a grant requiring specific performnce according to
Governnent specifications, the grantee’ s earnings, and
therefore the Governnment’s accrued expenditures, will be
measurabl e, at least in part, by the amounts of the
subgrantees’ costs, including a pro-rata share of
overhead, in a given period.

K. Unfunded Liabilities

In those cases where Congress has permtted liabilities to
accrue w thout being charged as an obligation to the

bal ance of an appropriation, a fund, or a contract

aut hori zation, the liability is considered “unfunded’” and
no obligation or accrued expenditure is recorded or
reported until the tinme that the liability becones funded.
Non-fund costs are, however, incurred and recorded at the
time the unfunded liability is accrued. Accrued annua

| eave of enployees is a principal exanple. For revolving
funds, however, |eave currently accruing is a funded
liability when earned and as such is reportable as an
accrued expenditure.
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HEW For m 515 ( 4/ 69)

CONTRACT FI NANCI AL REPORT

FORM NOT AVAI LABLE I N ELECTRONI C FORNMAT
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I NSTRUCTI ONS FOR PREPARATI ON OF HEW FORM 515 (4/69)
CONTRACT FI NANCI AL REPORT

DEPARTMENT OF HEALTH, EDUCATI ON AND WELFARE

General Instructions

Recently the Federal Governnent adopted inprovenents inits
accounting concepts (Bureau of the Budget Bulletin No.68-10, subject:
“Reporting accrued revenues and expenditures to Treasury and the
Bureau of the Budget,” April 26, 1968). This requires Governnent
agencies to obtain fromcontractors information on costs incurred or
earnings on a nonthly basis beginning with a report for the nonth of
July 1968.

This Contract Financial Report has been primarily designed to obtain
such information for Government contracts, both fixed-price and cost
type, with private enterprise, on a constructive delivery basis for
wor k performed.

This formw | not be used for Governnment contracts for the

acqui sition of mass-produced itens which the contractor holds hinself
avail able to sell to others (off-the-shelf type itenms). The
reporting need applies in those cases where a contractor provides
services or manufactures and fabricates material in accordance with
Governnent instructions or specifications.

For cost-type, price redeterm nation, and fixed-price incentive (cost
consi deration) contracts, data are to be reported in ternms of
performance, including profit or fees. |In case of fixed-price
contracts, it is not necessary for the contractor to report his
actual costs, but only to report the anpunts earned including profit
or fee, based on the stage of conpletion or other satisfactory

evi dence of performance under the contract.

Amounts to be reported will be based on the contractor’s accounting
records and will include estimates for current period accruals to the
extent required.

Costs incurred or accrued earnings by subcontractors should be

i ncluded in the amobunts reported by the prinme contractor. The prine
contractor is responsible for including the activities of its
subcontractors.

This report will be prepared as of the end of each prescribed period.
In those cases where the contractor’s period does not coincide with
the cal endar period, the contractor will report on the basis of his

accounting period nearest to the end of the cal endar nonth.

Private enterprise as used in the follow ng paragraphs applies to
I ndustrial and Conmercial Activities. Contracts w th educationa
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institutions, other than those for fabrication or construction, are
excludable fromthe reporting requirements of these instructions, if
t he DHEW agency determi nes that conparable information can be
obt ai ned by other procedures. Such institutions must, as a m ni num
report cash expenditures at |east quarterly.

Contracts for which a Contract Financial Report are required are as
foll ows:

A Monthly for all DHEW contracts

(1) Wth private enterprise for which average annual
expenditure will exceed $25,000 (including contract
anmendnent s) .

(2) Wth private enterprise for |less than $250, 000 average
annual expenditure at the option of the contracting
of ficer.

B. Quarterly for all DHEW contracts

(1) Wth private enterprise for which average annual
expenditure will range between $100, 000 and $250, 000
(including contract anmendnents) unless nonthly reporting
has been provided by A(2) above.

(2) Wth States and other non-profit organizations involving
annual expenditure over $100, 000 (including contract
amendnent s) .

(3) Involving average annual expenditure |ess than $100, 000
but not bel ow $25, 000 for which contractor billings are
not rmade at | east nonthly.

The Contract Financial Report is due in the office of the addressee
in 2 copies not later than the 15'" of the foll ow ng period.

Preparation Instructions
1. For Month Ended. Enter the ending date of the accounting

period, e.g., July 31, July 25, etc. Del ete nonth and
insert “quarter” if contractor is reporting quarterly.

2. No. of Wrk Days. Enter the nunmber of work days included
in the period being reported, e.g., 20 days, 21 days, 61
days, etc.

3. Contract No. Enter the conplete letter synbol or contract

synbol , nunber, and nunber of the |atest nodification or
amendment .
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4. To. Enter the full nane and address of the appropriate
Federal Agency and organi zati onal conponent or other
designated recipient to whomthe report is to be
subm tted.

5. From Enter the full nane and address of the contractor
and, if applicable, the contractor’s division perform ng
the contract.

6. Contract Value. Enter the total definitized cost plus fee
of all work to be perfornmed under the contract as of the
preparati on date of the report. |Include the nost recent
executed nodi fication or amendnment and indicate its
nunber . For all incentive contracts, enter the total of
the negotiated target cost and the target fee. For firm
fixed-price contracts enter the total anmount of the

contract.

7. Contract Type. Enter the type of contract, e.g., Cost-
Pl us- Fi xed- Fee, Cost-Plus-Incentive-Fee, FirmFi xed-Pri ce,
etc.

8. Funded Contract Anpunt. Enter, as of the preparation date

of the report, the amobunt of contract funds made avail abl e
for the work to be performed under the contract, including
t he nbpst recent executed nodification or anendnent.

9. Anobunts Billed. Enter the total amount of invoices billed
by the contractor against this contract as of the
preparati on date of the report and the |atest invoice
nunber .

10. Program Scope of Wirk. Enter a brief description of the
program contract scope of work, itemor itens purchased,
or type of services being perforned.

11. Signature and Title of Authorized Representative. The
report should be signed by the authorized representative.

12. Preparation Date. Enter the preparation date of the
report.

13. Payments Received. Enter the total anmount of paynents
received by the contractor for this contract as of the
preparati on date of the report, excluding | oans and
advances out st andi ng.

14. Appropriation (or Fund Citation) and/or Reporting
Cat eqgory. Enter all appropriations or fund citations
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and/ or the captions of the reporting categories where
required under the terns of the contract. Were two or
nmore appropriation sources are used for funding a single
contract or line itemand the contract specifies
instructions for such reporting or segregation, data
shoul d be segregated by appropriation accounting
reference. Line itens or categories of additiona

i nformati on may be defined according to the needs of the
Departnment or Agency, e.g., deliverable end-itens,

har dware systens, functional categories, elenents of
costs, perform ng organi zati ons.

Costs Incurred/Contract Earnings. Enter in appropriate
colums as defined bel ow, the amounts of costs incurred or
contract earnings on a line itembasis as identified under
the reporting category in colum 14. The prine contractor
is responsible for including the costs incurred or
earnings of its subcontractors. The contractor should

i nclude all appropriate fees earned. Contractors
reporting quarterly will delete the nmonthly reference in
colums 15a and b heading and insert “quarter”.

a. Cunul ative Actual End of Prior Period. Enter the
curmul ative actual costs incurred or contractor
earni ngs through the end of the prior accounting
period (including fees earned on an equitabl e basis
for all work perforned under the contract) for al
goods and services either delivered or undelivered,
i n-place or not in-place.

Reports which are prepared on a cash basis will be so
identified by inserting the word “cash” in the

col umar headi ng. The anmounts reported in the colum
woul d be, for each reporting category, the cumul ative
di sbursenments incurred through the prior period.

b. Actual /Estimted Current Period. Enter the actual or
estimted costs incurred (including fees) or
contractor earnings for the current period. All
avai |l abl e pertinent actual cost data for the period
will be used in developing the estimted figure.




HHS Exhi bit 3-60-1 Page 6
Departnental Accounting Manua
HHS Transm ttal 69.7 (4/18/69)

Contractors preparing reports on a cash basis wll
provi de the sum of the disbursenments and the unpaid
liabilities for each reporting category for the
current period. |If unpaid liabilities cannot be
identified by reporting category, provide the
aggregate anount as a single line item

C. Cunul ative Actual/Estimated to Date. Enter the
actual or estimated total costs incurred (including
fees) or contractor earnings through the end of the
current accounting period (total of Columms 15a and
15b).

16. Pl anning Data (for Agency use only). These columms are
provi ded for optional use by the Federal Agency to provide
pl anni ng or other data considered desirable for managenent
purposes. (The contractors should | eave this bl ank.)

17. Total. Enter the totals of the respective col umms.

Not e: Any comments necessary to clarify the information
contained in this report should be entered on the
reverse of the form
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STANDARD BELL CURVE FOR RESEARCH GRANTS

BY PERCENT OF COST AND PERCENT OF TI ME

NOT AVAI LABLE I N ELECTRONI C FORNMAT

Page 1
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TABLE OF STANDARD BELL CURVE PERCENTAGES

%Ti ne % Cost % Time % Cost % Ti e % Cost
1 0. 25 35 23.50 69 77.00
2 0.50 36 24.75 70 78.50
3 0.75 37 26. 00 71 80. 00
4 1.00 38 27.25 72 81.50
5 1.50 39 28.75 73 83. 00
6 2.00 40 30. 25 74 84.50
7 2.50 41 31.75 75 86. 00
8 3.00 42 33.25 76 87.25
9 3.50 43 35.00 77 88. 50
10 4. 00 44 36.75 78 89. 75
11 4. 50 45 38.50 79 90. 75
12 5.00 46 40. 25 80 91.75
13 5.50 47 42. 00 81 92.75
14 6. 00 48 43. 75 82 93. 50
15 6. 50 49 45. 50 83 94. 25
16 7.25 50 47. 25 84 95. 00
17 8. 00 51 49. 00 85 95.50
18 8.75 52 50.75 86 96. 00
19 9.50 53 52.50 87 96. 50
20 10. 25 54 54. 25 88 97. 00
21 11. 00 55 56. 00 89 97. 25
22 11.75 56 57.50 90 97.50
23 12.50 57 59. 00 91 97.75
24 13. 25 58 60. 50 92 98. 00
25 14. 00 59 62. 00 93 98. 25
26 14. 75 60 63. 50 94 98. 50
27 15.50 61 65. 00 95 98. 75
28 16. 25 62 66. 50 96 99. 00
29 17. 25 63 68. 00 97 99. 25
30 18. 25 64 69. 50 98 99. 50
31 19. 25 65 71.00 99 99. 75
32 20. 25 66 72.50 100 100. 00
33 21.25 67 74.00
34 22.25 68 75.50

Page 1
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DECLI NI NG COST CURVE FOR FABRI CATI ON- TYPE GRANTS

BY PERCENT OF COST AND PERCENT OF TI ME

NOT AVAI LABLE I N ELECTRONI C FORNMAT
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TABLE OF DECLI NI NG COST CURVE PERCENTAGES

%Ti ne % Cost % Time % Cost % Ti e % Cost
1 1.80 35 56. 00 69 87. 40
2 3.60 36 57.25 70 88. 00
3 5.40 37 58. 40 71 88. 60
4 7.20 38 59. 60 72 89. 20
5 9. 00 39 60. 80 73 89. 80
6 10. 80 40 62. 00 74 90. 40
7 12. 60 41 63. 00 75 91. 00
8 14. 40 42 64. 00 76 91. 80
9 16. 20 43 65. 00 77 92. 20
10 18. 00 44 66. 00 78 92. 80
11 19. 80 45 67.00 79 93. 40
12 21.60 46 68. 00 80 94. 00
13 23. 40 47 69. 00 81 94. 40
14 25. 20 48 70.00 82 94. 80
15 27.00 49 71.00 83 95. 20
16 28. 60 50 72.00 84 95. 60
17 30. 20 51 73.00 85 96. 00
18 31.80 52 74.00 86 96. 40
19 33. 40 53 75. 00 87 96. 80
20 36. 40 54 76.00 88 97. 20
21 36. 40 55 77.00 89 97. 60
22 37.80 56 77.80 90 98. 00
23 39. 20 57 78. 60 91 98. 20
24 40. 60 58 79. 40 92 98. 40
25 42. 00 59 80. 20 93 98. 60
26 43. 40 60 81. 00 94 98. 80
27 44. 80 61 81. 80 95 99. 00
28 46. 20 62 82. 60 96 99. 20
29 47. 60 63 83. 40 97 99. 40
30 49. 00 64 84. 20 98 99. 60
31 50. 40 65 85. 00 99 99. 80
32 51. 80 66 85. 60 100 100. 00
33 53. 20 67 86. 20
34 54. 60 68 85. 80

Page 1
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SURVEY OF ACCRUAL ACCOUNTI NG DATA FOR GRANTS

GRANT LI ABI LI TY AND EXPENDI TURE REPORT
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U S. DEPARTMENT OF HEALTH, EDUCATI ON AND WELFARE

Survey of Grants to Colleges and Universities
to Determ ne Rel ati onshi ps of
Accrued Expenditures to Grant anount, Cash
Di sbursenments and G ant Fi nancing

PURPOSE
The U.S. Bureau of the Budget, in inplenmenting the

recommendati ons of the President’s Conm ssion on Budget
concepts, requires that Federal agency accounting and reporting

be on an accrual basis. In the Departnment of Health, Education,
and Welfare fornmulas and characteristic cost curves have been or
wi |l be devel oped for estimating at the DHEW agency | evel the

mont hly accrued expenditures of grantees w thout requiring
addi ti onal continuing periodic reports containing this
information fromthe institutions concerned. |In order to obtain
the informati on necessary to devel op and/or revalidate these
formul as and cost curves, sanpling of accrued expenditure and
certain other data fromselected institutions will be required
fromtinme to tinme. These instructions and the attached report
form provide the nmedi um for obtaining such sanplings.

DEFI NI TI ONS

A G antee - The college or university adm nistering a DHEW
grant with financial activity in the current fiscal year.

B. DHEW - The U.S. Departnent of Heal th, Education, and
Wel fare or any of its constituent operating agencies.

C. G ant - The specific award of financial assistance to a
coll ege or university by DHEWto carry out specified
prograns, projects, services or activities. The term
i ncl udes all awards whether funded by letters of credit,
advances, or rei nbursenents.

D. Accrued expenditures - as used in this survey, consist of
grantee cumul ati ve cash di sbursements charged to the grant
pl us ampbunts chargeabl e but unpaid at the end of the
reporting period for services rendered (including
payrolls), materials, supplies and equi pnent received
whet her billed or unbilled, unpaid clains, and unpaid
applicable indirect expenses. |In each instance reference
is to a specific grant. For this project, the terns
“accrued expenditures” and “accrued costs” may generally
be considered to be synonynous since costs and accrued
expenditures are likely to be concurrent because
materials, supplies, and any capital -type itens financed
under a DHEW grant are ordinarily charged directly as a
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cost to the grant when purchased.

E. DHEW fi nancing - as used in this survey, consists of:
1. Cash wi thdrawal s by grantee under letters-of-credit.
2. Periodi c direct advance DHEW paynents.
3. Peri odic paynents for billings to and rei nbursenents
by DHEW

I11. EXTENT OF COVERAGE

A The information on grants to be reported on the forns
provided is to be obtained froma statistical sanpling of
all grants awarded by DHEW and currently being
adm ni stered by the reporting institution. Either of the
two sanpling methods described in paragraphs C and D bel ow
may be used in nmaking the sanple selection. Construction
grants and awards relating to | oan prograns are excl uded
fromthe survey.

B. Grants are to be classified by principal type using
separate reports, coded for each type, as foll ows:
Code
1. Resear ch and/ or devel opnent

2. Trai ni ng

3. Fel | owshi ps
4. O her grants, exclusive of construction grants
(identify)

Judgnent may be used in classifying grants under the above
types, giving special weight to the predonm nant
characteristics of the work involved. G oup under type
“4, Other” such activities as denonstration, testing,

pl anni ng, eval uati on, teaching, technical assistance,
support, equi pnent, books and other materials, et cetera.

C. Use the following table to determ ne the required number
of grants to be selected for each of the types shown in
par agraph B
FOR EACH TYPE OF GRANT

NUMBER OF ACTI VE NUMBER TO BE SELECTED
GRANTS FOR SURVEY
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1
2-25
26-100
101- 300
301 and above

O wWNBEF

Usi ng random nunber tables or other valid statistical
sanpling techni ques select the specific grants of each
type and furnish for each such selected grant the data
called for on the form provided.

In the event information on the nunber of grants of each
type is not available, an alternate nethod of selection
may be used. Under this nethod, the total nunber of
active DEWgrants of all types should be regarded as the
popul ati on uni verse and no attenpt need be nmade to
estimte the nunmber of each type of grant.

Under this circunstance, the reports should cover the two
| argest (dollar value) grants and a sanple of the

remai nder sel ected as follows, using random nunber tabl es
or other valid statistical sanpling techniques.

NUVBER OF ACTI VE NUMBER TO BE SELECTED
GRANTS FOR SURVEY
1-12 ALL
13-25 12
26-100 15
101- 300 20
301 and above 25

The operational characteristics may not require

di sbur senents each nont h. Because of this, the concept of
applying a factor to each nonth's expenditures to
estimte accrued expenditures would be i nappropriate. In
such cases, it is necessary to enploy an alternative

met hod for obtaining bases for estimating accruals. The
procedures to be followed in accunul ating and reporting
survey data are described in attached TAB 1 of these

i nstructions.

V. PERI OO OF COVERAGE

The starting point for reporting information called for in this
survey is the effective date of the grant, if awarded in the
current FY or the starting date of the current funding period if
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the instrunment was awarded prior to the current FY.

The date as of which financial data are to be reported, called
the reporting date, is the last day of a recently conpleted
representative accounting nonth. |If cash records are held open
at the close of the fiscal year to include subsequent

di sbursenments applicable to the prior fiscal year, do not use
fiscal year-end as he reporting date, unless you are able to
identify accruals as agai nst paynents actually nade.

V. STEPS FOR DEVELOPI NG AND REPORTI NG DATA

A All grants covered by the survey will be reported on the
attached form“Gant Liability and Expenditure Report”. A
separate colum on the report will be used for each grant
using additional report forns as needed. A separate
report or reports will be made for each principal type of
grant listed in paragraph I1I1B. Only the DHEW grant share
of unpaid liabilities, disbursenents and accrued
expendi tures will be reported.

B. Where the college or university maintains its accounts on
a true accrual basis so that the reported accrued
expenditures on line 14 would conpletely conformto the
accrued expenditure concepts as defined in paragraph |I1D
it will not be necessary to report the details of the
unpaid liabilities called for on lines 12a through 12d on
the Grant Liability and Expenditure Report. The anpunt on
line 12e can be devel oped in such cases by deducting line
13 fromline 14.

C. For those coll eges and universities which do not have
their accounting on an “accrual basis” (not obligation or
encunbrance basis) it will be necessary in determning

“unpaid liabilities” (line 12a., b., c., d and e, of
report) related to the selected grants to nake revi ews and
anal yses of docunents for services, materials, and

equi prent which were on hand but unpaid as of the
reporting date, plus simlar liabilities for any services,
mat eri al s and equi pment received on or before the
reporting date but for which a bill had not been received.
In addition, salaries and wages earned but unpaid at the
reporting date should be determ ned and reported together
with any unpaid indirect expenses properly allocable to
the selected grant. The devel opnment of unpaid liabilities
does not require absolute

preci sion such as inclusion of insignificant anmounts, the
splitting of monthly utility bills or other inpracticable
procedures. It also is not necessary to include unpaid
[iabilities of subcontractors unless the anmounts invol ved
are likely to be significant in anpbunt. Amounts should be
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stated in nearest tenth of thousand of dollars throughout
the report.

D. Detailed instructions for conmpleting the formare given
bel ow

Li ne No.

1. Nanme of college or university reporting.

2. City and State in which accounting office is |ocated.

3. Nanme of DHEW agency awarding the grants.

4. Insert type of grant and code nunber shown in Section
1l B of these instructions.

5. Insert the ending date of a recently conpl eted
representative accounting nonth as of which the
anounts are being reported. This is referred to
hereafter as “reporting date” (see Section IV).

6. I nsert the DHEW operati ng agency grant nunber
i ncl udi ng applicable prefixes, if any.

7. Show nont h and year of award if awarded during the
current fiscal year, otherw se show starting date of
nmost recent funding.

8. Show total number of nonths involved in the current
fundi ng period of the selected grant. Round to
near est whol e nonth.

9. Insert the nmonth and year in which grantee cash
expendi tures began to occur in the current funding
peri od.

10. Identify the nmethod of providing DHEW funds to the
grantee, using the appropriate code as listed in
paragraph Il E of these instructions.

11. I nsert the anpunt of the current funding. This and
al |l subsequent anounts should be in thousands of
dollars to the nearest tenth (e.g. $50,307 should be
reported as $50. 3).

12. For institutions not reporting on a true accrual

basis showon lines 12 a, b, ¢, and d, the anpbunts of
the various types of unpaid liabilities as of the

reporting date. Use the definitions shown in Section
Il Dand V B. [If books are kept on the “accrued cost



HHS Exhi bit 3-60-6 Page 7
Departnental Accounting Manua
HHS Transm ttal 69.7 (4/18/69)

VI .

basi s” (not obligation or encunbrance basis) lines a,
b, ¢, and d, need not be conpl eted. Ear ned over head
accruals should be included in line 12 ¢, whether
currently recorded in the accounts or not using
provisional rates if necessary. Unearned overhead
charges shoul d be excl uded.

13. I nsert grantee cunul ati ve cash di sbursenents from
date of current funding of grant through reporting
dat e.

14. This line is the sumof lines 12 e and 13 for those
institutions not reporting on the accrual basis. It
also is to be used for reporting total accrued
expendi tures taken fromthe books for institutions
reporting on the accrual basis of accounting as
provi ded i n paragraph VB.

15. Show cunul ati ve cash wi thdrawal s under |etters-of-
credit or other fornms of DHEW paynent from date of
current funding through reporting date. This line
may be omitted if funding of the selected grant is
fi nanced through the DHEW NIH G ant Managenent Fund
or simlar fund operated on an “institutional” basis,
unless the information is readily available in the
institution’s records.

SUBM SSI ON OF REPORTS - FURTHER | NFORMATI ON

When the survey is conpleted at each institution, the survey
report and attachments if any (original copy) should be

forwarded promptly to M. . Any
guestions concerning the project should be taken up directly
with M. who can be reached on

Calls may be nmade coll ect.




